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VALUATION OF RAILWAY PROPERTY FOR PURPOSES 
OF TAXATION 







All that will be attempted in the present paper is to discuss in 
a general way some of the larger aspects of this subject from the 
standpoint of Wisconsin practice and experience. And it must be 
remembered that the same care and thought cannot be given to 
appraisals for purposes of taxation as to valuations for purposes 
of rate regulation. The former must be made each year in large 
numbers, and only a small amount of money can be expended in 
the work. 










I 


While nothing in connection with value is as plain and final 
as would be desirable, the aim or goal of valuation for purposes of 
taxation is, in most states, comparatively clear. The object is to 
find the price at which the property, as a going concern or business, 
would sell under normal conditions. What the property cost has 
in this connection no necessary significance. 

This fact distinguishes tax valuation from valuation for pur- 
poses of rate regulation. The opinions of real experts are now so 
nearly unanimous to the effect that the two valuations must be 
distinguished that I would not raise the point were it not for the 
fact that many persons who might be supposed to know better 


I 
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still suffer from a delusion in regard to their identity;' and in the 
state of Washington, I am told, an initiative measure making it 
necessary to employ the same valuation for purposes of taxation 
and rate regulation was prepared for submission to the people 
and secured considerable backing, but was thrown out by the 
courts. It seems unnecessary to discuss this point at length. 
Valuation fer taxation depends primarily upon earnings, and earn- 
ings in turn depend upon rates. Tax value, therefore, may be 
said to be a function of the rates themselves. It is obvious that 
no such valuation can be employed for the purpose of regulating 
or changing rates. Those who are disposed to pursue the subject 
farther may be referred to the citations of authority in Whitten’s 
Valuation of Public Service Corporations? 

While value for purposes of taxation depends primarily and 
principally upon earnings, it should be noted that this is not true 
of every species of property. Nearly all property has a scrap 
value. At some point above this there is also for property—such 
as locomotives, cars, some land and some buildings, etc.—what 
may be called a “dismembered selling value.”” These facts are 
of importance in the valuation of the comparatively large number 
of roads which are insolvent or plainly headed toward insolvency, 
or, like the logging railroads, are destined to cease operation in 
the proximate future. They make it very necessary, among other 
things, to secure a “physical valuation” for the smaller railroads. 

The remaining property of railroads must be valued as part of 
a going concern. ““he value so determined may fall anywhere 
between scrap value and cost of reduplication in present condition. 
This property has little or no value unless the business is alive 
and going, and how much of this going value it possesses can be 
ascertained only by reference to the business as a whole. The 
most valuable property of railroads falls in this class. Much of the 
roadbed of every railway, for instance, can be valued only as part 
of a going concern. In the country districts in many instances it 
could be sold for nothing, and if abandoned would be a detriment 
to surrounding farm property. 

* See discussion of this point in the forthcoming Proceedings of the Eighth Annual 
Conference of the National Tax Association, 1915. 

2 Chap. i in both the original publication and the 1914 supplement. 
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In the case of a very successful road there is an additional 
value called “intangible value,” ‘‘franchise value,” or “‘corporate 
excess.’ Court decisions sometimes speak of this value as attach- 
ing to or inhering in the intangible properties.. This seems to me 
in part inaccurate. It seems to me misleading to say—as was 
said in one important case—that the intangible values adhered 
to or necessarily went along with the horses and wagons, so that 
a horse might for purposes of taxation be valued at one thousand 
dollars which could be replaced for two hundred. For purposes 
of taxation it may be better to distribute intangible values along 
with tangible values than not to tax such intangible values at all 
or to assign them to the home office of the corporation; but if they 
must be distributed to particular localities for taxation they may 
be so distributed on a basis better than that of the tangible 
property. 

Whether tangible property may have a going value in excess 
of cost of reduplication is therefore questionable. For the moment, 
however, it is unimportant. The point which I wish to stress is 
the fact that, excluding scrap value and the comparatively unim- 
portant class of property which has a ‘‘dismembered selling value,” 
all the other property of a railroad can intelligently be valued only 
as part of a going business. This fact alone makes the local 
assessment of railroads clearly illogical. The truth of this has 
been generally recognized in recent years, and in nearly every state 
the assessment of railroads has been intrusted to a state board. 

However, it is still customary to allow considerable aggregates 
of railway property to be assessed locally. Both experience and 
the nature of the valuation process itself point to the conclusion 
that this local valuation of railway property should be reduced 
to the smallest possible compass.? If properties be left to local 


* Chicago and Northwestern Ry. Co. v. State, 128 Wis. 553: “One might as well 
try to value the life-blood of a horse or his capacity to breathe as try to place a value 
upon the visible part of railroad property separate from its rights, franchises, and 
privileges.” 

2In Wisconsin, with some few exceptions, all railway property is assessed by and 
taxed for the benefit of the state alone. The resulting system is not only simple, 
convenient, and inexpensive, but it has stood the test of experience, and no proposition 
for change would, I believe, be seriously entertained now in the state. 
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assessors the latter are almost sure to start with the cost of redupli- 
cation in present condition and then lower this for purposes of 
safety. But the level of the valuation reached is too high for the 
less successful roads and too low for the more prosperous roads. 
In short, it results in a particularly vicious form of discrimination. 
Moreover, local assessment is sometimes unbelievably inadequate 
and careless. 
II 

If the point which I have been making is sound, there follows 
from it another consequence even more important. For the same 
reason that local valuation of railway property is bad, state valua- 
tion of railway property could advantageously be replaced by 
federal valuation, or, better still, by co-operative valuation on the 
part of the state governments acting jointly or through some 
central bureau maintained by them. 

I mention this subject of joint state or federal control because 
we need to habituate our minds to it. It is an unpopular idea at 
present. But central control of the taxation of intercommunity 
properties is now clearly recognized as desirable by all experts in 
state and local taxation, and they are in favor of state boards or 
tax commissions practically without exception. These men must 
be convinced of the inconsistency of championing intercommunity 
control and yet opposing interstate or joint state control. Just 
how far should such control go? It should certainly go to the 
promulgation of binding and uniform rules regarding the allocation 
or apportionment of revenues and expenditures to the various 
states. At present there is no uniformity of practice. Each road 
does as it pleases. The separate state governments cannot fairly 
act independently in this matter, as uniform treatment is more 
important than exactly correct treatment (assuming that there is 
such a thing as an absolutely correct solution of this problem). 
This is pre-eminently a task for the Interstate Commerce 
Commission. 

This control by the superior jurisdiction, however, should 
certainly not go to the length of replacing state by federal taxes. 
Such a proposal would raise dangerous sectional issues; moreover, 
tax rates, tax burdens, and the service of government vary greatly 
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in different sections of the country. On this account railway 
property should in different sections of the country pay the rates 
prevalent ineach. Buta general rule or principle for the apportion- 
ment of railway property among the various states should—in 
analogy to the rule governing the taxation of national banks—be 
laid down by Congress or by joint state action and administered 
by the Interstate Commerce Commission or a joint state bureau, 
to the end that competing state jurisdictions should not—by using 
different methods of apportionment—tax the same property twice; 
and to the further end that no interstate railway company, by reason 
of existing laxity and confusion, should escape without the full 
taxation of all its property in one state or another. To the federal 
scheme there may be constitutional objections, and I personally 
would prefer to see control taken by joint action of the states as 
a concrete evidence of that interstate comity which must be widely 
recognized if multiple taxation of the vicious variety is to be 
eliminated. 
III 

At present, however, each state must make this apportionment, 
and here a very important question arises: Shall we value the 
railroad as a system and then apportion a proper part to the state, 
or shall we first apportion the revenues and expenses and prop- 
erties—i.e., the ingredients of the valuation—to the state in ques- 
tion and then calculate a state value on this basis ? 

As a matter of precaution and practice we should do both at 
this stage in the game of valuation. Some of the elements of 
valuation—e.g., cost of reduplication—we do not have for the sys- 
tem but do have in particular states. To this extent we must 
stand on a state basis. On the other hand, the assignment of 
revenues and expenses to the various states is at present imperfect 
and variable. Because of this imperfection we should obtain 
system values and prorate to the particular state, if for no other 
reason than to check the fairness and equity of the revenue and 
expense apportionment. 

Theoreticaliy, I believe that the method of apportioning the 
ingredients to the state and building a state valuation thereon is 
sounder than the alternative method of valuing the system and 
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distributing among the states interested. I believe that when we 
are using both methods, as we must do at present, more weight 
should be given to the state valuation than to the divided-system 
valuation; and that as the apportionment of the factors or ingre- 
dients to the several states becomes more nearly perfect and more 
nearly uniform, increased weight should be given to the state 
valuation. 

I find myself at this point in conflict with an authority? whose 
opinion I value most highly, and I reserve the right to change my 
mind on this subject as new evidence is adduced. The point is a 
very important one in practice and on this account I set forth the 
reasons for my belief: 

Both methods, of course, involve some apportionment. In the 
state valuation, however, the apportionment of ingredients is 
far more elastic and admiis of far more delicate adaptability than 
in the case of the apportionment used in the system valuation. 
Operating expenses in the former method may and probably will be 
' apportioned on a score or more of different bases, each of which is 
adapted to and approves itself in connection with the particular 
expense in question. Long and varied experience, particularly in 
the allied field of state income taxation, wholly convinces me that 
the liberty to adapt and vary the basis of apportionment is alto- 
gether desirable, and that the results arrived at by any general 
method of apportionment must in particular instances be absurd. 
It will be noted also that in apportioning or dividing revenues and 
expenses there will be many which cannot be definitely localized, 
but must be apportioned in accordance with mileage of some 
variety. This gives representation to as much of the system- 
valuation idea as is necessary or essential. The system method 
of valuation moreover encourages competing and selfish jurisdic- 
tions to use the basis or system of apportionment most favorable 
to them, thus dragging into their states values which equitably 
belong elsewhere. It is far more difficult to do this with the alter- 
native state-valuation plan. 


*Mr. T. A. Polleys, tax commissioner of the Chicago, St. Paul, Minneapolis 
and Omaha Railway, for whose helpful and constructive work in this field every tax 
commissioner must feel grateful. See “State and Local Taxation,” Proceedings of 
the Fourth Conference of the International (now National) Tax Association, p. 247. 
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The divided-system method results in more obvious absurdities 
than the state-valuation method. One frequently finds a branch 
or line or division of a prosperous road which does not pay. It 
might be possible to prove to the exact penny how much it loses, 
but in a roughly accurate way it is known that it does not pay 
expenses. The divided-system valuation might assign to such 
line or division three or four times the valuation that the railroad 
in question would be glad to sell it for. The Illinois Central 
Railroad in Wisconsin is an illustration in point. On the other 
hand, the reverse frequently occurs, and we find a line or division 
or a stub-end of a road that is known to pay unusually well. The 
system valuation eliminates or dilutes these local differences. 
These differences are real, however, and any method of valuation 
which wipes them out must be pro tanto wrong. 

In concluding this particular topic, two practical suggestions 
may be made: Because of the diversity of method now employed 
by interstate railroads every state tax commission or board charged 
with the assessment of railroads should check up the apportionments 
of the several railroads by applying some simple, uniform system 
of its own. In Wisconsin we use the revenue-train-mile basis for 
this purpose. The results for the entire group of interstate roads 
represented in Wisconsin are practically identical with the results 
as reached by the roads themselves, but in individual cases large 
differences are shown. The operating expenses assigned to Wis- 
consin by one system are nearly three times as large as the amount 
resulting from the revenue-train-mileage apportionment, and last 
year—in another individual case—the adoption of a uniform method 
increased the net revenue assignable to Wisconsin by some $278,000. 
This amount of net revenue capitalized at 6 per cent represents a 
valuation considerably in excess of four and one-half million dollars, 
and at the tax rate imposed last year would increase the tax nearly 
$65,000. The discrepancies revealed by this check constantly 
bring to light conditions which are indispensable in arriving at an 
equitable valuation and which would probably have escaped notice 
if the comparison had not been made. 

The other suggestion has to do with the Interstate Commerce 


Commission. That commission is so beset with momentous 
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questions that it very pardonably omits things which are not abso- 
lutely imposed upon it by the necessities of federal control. I 
gather, however, that the question of state apportionment is within 
the province of the commission, or at least that the commission 
recognizes that it might in this connection render a very real service 
to the several states, and I believe that if pressure were brought 
to bear the commission would lay down uniform rules for such 
apportionment and insist upon their observance by the railroads. 
The time is ripe for such regulation. For the first time, I under- 
stand, the theoretical problem of proper apportionment is within 
sight of reasonably satisfactory solution. Moreover the railroads 
themselves have not acquired fixed habits, and up to the present 
time have not in any important degree modified their accounts so 
as to bring their aggregate of taxes as low as possible. Similarly, 
state taxing officials have for the most part developed no fixed 
ideas on the subject. This flexible and adaptable condition will 
not last long. Ten years from now it will be ten times as hard 
to introduce uniformity as it is today. The Interstate Commerce 
Commission should move in the matter and the National Tax 
Association—if it be within the scope of its proper activities—might 
well start a movement for the immediate introduction through the 
Interstate Commerce Commission of uniform accounting in this 
respect. 

While commercial or taxable valuation depends upon earnings, 
it is upon probable future earnings that it depends. The net earn- 
ings of the present and those of the past are significant chiefly in 
the light which they throw on the future. The clearest light on 
the future however is in normal cases thrown by the records of the 
past. Will the earnings of a single year or of five years or of ten 
years past most closely approach the future earnings on which the 
value depends? Nobody can answer, or at least nobody ever has 
answered, that question. 

However, it is important to point out that the rule or practice 
applied to the valuation of railroads should in spirit and equity 
be consistent with the rule applied to other classes of property. 
This may be illustrated by reference to Wisconsin practice. In 
Wisconsin railroads are assessed by the state and pay a single or 
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state tax equal to the average tax—state, county, and local—paid 
by the general property of the state. The railroads are assessed 
at full value, and in computing this average rate other property 
is estimated or appraised at full value also.’ In arriving at the 
value of railroads, net earnings, stock and bond quotations, and 
the other elements of valuation are usually based on a five years’ 
survey. The average net earnings for five years is the most impor- 
tant single element in the Wisconsin vaiuation of railways for taxa- 
tion. Similarly, in the valuation of general property sales of real 
estate for five years past constitute by far the most important 
ingredient or factor. Both averages tone down the valuation that 
might otherwise be secured, but it is believed that the degree of 
“‘toning”’ is about the same in both cases. 

In this connection it may be noted that the valuation of rail- 
roads, based as it is upon net earnings, includes large amounts of 
intangible value which commonly escape taxation in the case of 
other properties. This problem has been considered by a com- 
mittee of the National Tax Association, which, on this point, 
reported as follows: 

Abstractly considered, there seems to be no doubt that it is inconsistent 
with the principle of equality to value the property of public-service corpora- 
tions by methods that include intangible values and to value other property 
by methods that exclude them. Since we do not consider it practicable to 
introduce methods of valuing public-service corporations that shall exclude 
these elements of value and tax the companies upon the valuation of their 
tangible assets only, we hold that equality can be reached only by including 
the same elements in the valuation of other classes of property that are not 
given a separate classification. With corporations this can be done without 
difficulty. With other classes of property and business we believe it is 
extremely difficult, and probably impossible, to tax intangible assets equally 
under any system of property iaxation, and that the difficulty cannot be solved 
until the states are ready to adopt some form of income taxation. In other 
words, the inequality which we encounter at this point is inherent in the 
nature of the present system of state and local taxation and cannot be eradi- 
cated without fundamental changes in this system. 

* The importance of this equalization of rate can scarcely be exaggerated. In 
many staces the assessment of railroad property has been improved and perfected 
much more rapidly than the assessment of other property, and unless conscious and 
fair-minded effort be made to equate the two, one or the other is almost sure to suffer. 


See “Report of Committee on Taxation of Public Service Corporations,” Proceedings 
of the Seventh Annual Conference of the National Tax Association, p. 383. 
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In this respect, again, an earnest effort to achieve real equality 
has been made in the state of Wisconsin. A state income tax has 
been intreduced in order primarily to cover that element of tax- 
paying ability not touched by the property tax as it is applied 
to the ordinary corporation or citizen. Because this element is, 
however, fairly represented in the valuation of railroads for pur- 
poses of taxation, they are exempted from the state income tax. 


IV 


If it is probable future earnings which control, it follows that 
there must be in railroad valuations a very large and important 
speculative element, an element of human judgment. This element 
of judgment is absolutely inseparable from ad valorem taxation. 
There are some railroads in every state which show no net earnings, 
and more which would show none if accounts were kept with stern 
accuracy and depreciation and maintenance properly treated. 
There are some railroads in every state whose net earnings are 
almost certain to decline in the future and others headed for 
inevitable bankruptcy or, like the logging roads in Wisconsin, 
destined to be torn up in the near future. On the other hand, 
there are some railroads in every state whose net earnings are 
practically sure to increase rapidly in the near future. These 
possibilities must be taken into account. 

It may, however, be asked: Ought we not to await the event 
before measuring the tax, i.e., levy on the earnings if they have 
earnings now and wait until future earnings are actually realized 
if there are no present earnings? That is a question in taxation, 
not in valuation, and involves the whole subject of whether taxes 
should be on the basis of income or capital, whether they should 
touch earning power or realized wealth, whether they should be 
measured by ability or possession. No more important question 
could be raised; but its discussion is a matter primarily of taxation 
rather than of valuation. 

It may be worth while at this point, nevertheless, to register one 
conviction which, for brevity, may be expressed in personal terms. 
Some years ago I was an advocate of the gross earnings as contrasted 
with the ad valorem method of railroad taxation. Experience with 
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an ad valorem tax on the Wisconsin Tax Commission, however, has 
convinced me personally of its superiority to the kind of gross- 
earnings tax now employed in this country. Few students of this 
subject sufficiently appreciate the vast range in the ratio of operat- 
ing expense to gross earnings among the railroads of this country. 
The unsuccessful roads are far more numerous than is ordinarily 
thought. In the state of Wisconsin there are many roads whose 
operating expenses constitute more than 75 per cent of their gross 
earnings, and there are others whose normal operating expense is 
ordinarily less than 30 per cent of their gross earnings. With 
such conditions prevalent a flat gross-earnings tax is viciously 
regressive. It imposes a burden whose real rate increases as the 
proportion of expense to earnings increases. There are undeniable 
elements of uncertainty in the ad valorem tax, but any group of 
men with common sense, using statistics easily available, can with 
a little care and thought make valuations which, imperfect as they 
may be, will produce taxes obviously more equitable than those 
based upon any flat gross-earnings tax. Ordinary human judg- 
ment has many frailties, but it can apportion taxes among the 
more prosperous and less prosperous railroads in a manner far 
more equitable than any proportional or flat gross-earnings tax 
could possibly do. 

While this element of human judgment is inseparable from 
ad velorem taxation, and while it may be used in the hands of care- 
ful assessors to temper any mechanical calculation in the direction 
of greater equity and truth, it should not be used—as it has 
often been used—to cloak administrative guesswork or the mental 
caprice and ineptitude of assessing officers. There is a real danger 
of using “human judgment,” like charity, to cover a multitude 
of administrative sins, and because of this fact assessing officers 
should inform railway officials in the frankest way of the methods 
employed in arriving at valuations. Because human judgment 
varies—starts fresh in the morning and grows less accurate at 
night—the starting-point of all railway assessments should be a 
mechanical system of valuation. Railroad systems are too com- 
plex, the factors of value too numerous, and the human mind too 
fallible to permit assessing officers to sit down and after a few 
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calculations estimate a value as they would appraise a city lot in a 
neighborhood with which they are familiar. A method of valua- 
tion taking the various factors into account in a rigid mechanical 
way should be used as a datum line or point of departure. The 
valuation so secured would have a presumption in its favor and 
should be changed only for cause. 


V 


Such a mechanical method of valuation is used in the state of 
Wisconsin, and it raises so many questions of detail that it will 
be possible only to describe it, leaving the reasons for its adoption 
to suggest themselves, with a few explanations, however, at par- 
ticularly important places. 

First of ali the abnormal railroads, which must be treated indi- 
vidually, are eliminated. The smallest railroad in Wisconsin is 
owned and operated entirely by two men and was valued at $7,000 
last year; the largest was valued at $117,250,0c0 and paid a tax 
of $1,626,730. This will illustrate the absolute necessity of 
classifying railroads for purposes of valuation. 

The remaining normal roads are classified into groups con- 
taining roads of similar standing, and separate valuations are pre- 
pared by capitalizing average gross earnings for five years, gross 
earnings for one (the latest) year, average net earnings for five 
years, and net earnings for one (the latest) year. In addition we 
have the cost of reduplication in present condition and a modified 
form of the stock and bond method, which we are accustomed to 
call the Haugen method, after the chairman of the Wisconsin Tax 
Commission, who devised it. This method consists in subtracting 
from net earnings interest paid on bonds, capitalizing the remainder, 
and adding to the amount so secured the market value of bonds. 
Four varieties of this method are secured: one, a state valuation 
resting upon the net earnings and bond interest assigned to 
Wisconsin, the other three being system valuations prorated to 
Wisconsin on the basis of track mileage, gross earnings, and net 
earnings. An average of the four valuations so secured is usually 
combined with the other figures to secure the mechanical valuation 
desired. It may be stated in passing that the stock and bond 
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valuations proper are prepared and are before the commission, 
but are not given much weight in the appraisal of large interstate 
roads, for reasons which I need not set forth. In the case of smaller 
roads, however, where it is possible both to value the non-operating 
property and at the same time to get quotations on the securities 
involved, the stock and bond plan offers an important and tenable 
method of valuation. 

To return to the mechanical valuation under discussion, it 
was pointed out that valuations are prepared on six bases. ‘These 
valuations are then combined into a weighted average, as shown 
below. It should be noted that in accordance with experience and 
with well-known statistical laws, errors in weights are usually not 
significant and the weights might be modified considerably without 
materially changing the result. 


Weight 

Gross earnings average for five years............ 10 
Gross earnings for one year.................... 5 
Net earnings average for five years............. 35 
Wet Gnemames GOP ONG FORE... ni. 5s 5 oc eee cs 10 
Cost of reduplication present condition.......... 10 
Average of Haugen valuations.................. 30 

MN sass wets pia pisiaa te kia eas 100 


This process raises many questions, chief among which is: How 
are rates secured by which the gross and net earnings are capi- 
talized? For several years past, not including the present year, 
these rates were secured by reference to the assessment of the pre- 
ceding year. It was assumed that while these assessments might 
have been wrong for individual railroads, they were correct for 
groups of roads of similar size. Accordingly the railroads were 
classified into five groups, aggregates computed, and the rates 
ascertained at which it would be necessary to capitalize gross and 
net earnings to secure the assessments actually reached. These 
group rates were then applied to the earnings of the separate roads 
to secure the various valuations combined in the weighted average. 
In the group of largest roads the following rates of capitalization 
were employed in the assessment of 1913: gross earnings (average) 
for five years were capitalized at 18.47 per cent; gross earnings 
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for one year were capitalized at 19.63 per cent; net earnings 
(average) for five years were capitalized at 5.38 per cent; and net 
earnings for one year were capitalized at 5.16 per cent. 

Criticism immediately suggests itself. The question arises 
whether this process is not an instance of dangerous statistical 
inbreeding. The answer is, first, that this method is used in con- 
nection with a modified stock and bond method and is constantly 
checked by reference to market rates of interest actually earned 
on the securities in question. Secondly, it must be remembered 
that these assessments have been made with care for a number 
of years in Wisconsin, beginning with a complete physical inven- 
tory and appraisal in 1904 and a thorough study of capitalization 
rates along the lines made familiar by Henry C. Adams, B. H. 
Meyer, and William J. Meyers in Census Bulletin 21." 

Finally, it is fitting and desirable in tax valuations that, other 
things being equal, the future should be guided by the past, and 




















1913 | 1914 Weights 
| 
Relative average gross earnings, 5 years........... 100) = ||:103.3 15 
Relative average gross earnings, I year............ 100 09.7 5 
Relative average net earnings, 5 years............. 100) =|: 101.3 30 
Relative average net earnings, 1 year............. 100 110.8 10 
Relative modified stock and bond valuation........ 100 97-9 25 
Relative cost of reduplication in present condition. . 100 112.3 15 
EPEC EE ES Seer gS err eeeee 
I Gs cick cb nasecld ulead teense ae woe ad | _ 2 See 
OLE. EE EL TEE POE FEET EE EL CECE $100,000,000 
IN ON i oie owed, 4. dc uaa ee pvaboeneneeunen $103,270,000 





that violent changes should not be made without the strongest 
reasons therefor. As a matter of fact we are now experimenting 
with an alternating mechanical valuation resting wholly on the 
variation of conditions within the past year. In this method we 


* That part of the census method which involves stock as distinguished from 
bonds, and requires the inclusion of earnings expended for physical and financial 
betterments of all kinds, seems questionable. The modified stock and bond or 
Haugen method appears to be much simpler and to combine all the good elements 
of the census plan. Bonds are taken at their actual market value, and the only 
amount capitalized is represented by the excess of operating earnings over bond 
interest. The rate of capitalization to be employed for this excess or surplus is de- 
termined by reference to general market conditions and to the actual rate of annual 
return upon the bonds themseives. 
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compute the variation per cent in gross earnings and net earnings, 
modified stock and bond valuation, and cost of reduplication in 
present condition. The variations or index numbers so secured 
are averaged and this average is applied to the assessment of the 
preceding year, as shown in the table on p. 14. 


VI 

The mechanical or average valuation which we have been dis- 
cussing supplies only a starting-point. It has a presumption in its 
favor and is not lightly changed; but after being computed it is 
compared and studied in connection with the history of the rail- 
road in the past year, general market conditions, and valuations 
made on other bases. At least ten such valuations in addition to 
the six included in the average are prepared. It is at this point 
that the exercise of judgment enters. Particular attention is 
given to the maintenance charges per mile, to the general main- 
tenance policy of the road, and the extent to which depreciation is 
recognized. It is because of the varying practice in this connection 
that valuations are secured by capitalizing gross as well as net 
earnings. In the case of electric railways, it may be interpolated 
that we recompute the depreciation for each company on our own 
basis in order that uniform treatment may be accorded to this 
expense item. 

After such comparison and study preliminary assessments are 
entered, of which the railways are advised and which they are 
entitled to criticize and discuss with the commission before final 
valuations are entered. Few railroads now avail themselves of 
this opportunity for further argument and statement; but whether 
they do so or not the valuations are checked by a cross comparison 
showing the percentage which the tax bears to the cost of reduplica- 
tion, to the average gross earnings for five years and one year, to the 
average net earnings for five years and one year. This comparison 
is most helpful and frequently brings to light inconsistencies which 
up to this point had escaped attention. When these inconsistencies 
are smoothed out the appraisal is finished. 


VII 


In conclusion it may be stated that the physical valuation or 
ascertainment of the cost of reduplication is altogether worth 





16 JOURNAL OF POLITICAL ECONOMY 


while—worth its cost. In the case of newly constructed roads it is 
likely to prove the most important element in the valuation pro- 
cess; and to have this information always strengthens the con- 
fidence of assessing officials. In the case of very prosperous or 
very unfortunate properties the physical valuation must be used 
with great caution, but even in such cases it must be given some 
weight, because as between two roads having exactly the same net 
earning , the one whose properties are physically in better con- 
dition is the more valuable. And it will be further noted that as 
rate regulation becomes more perfect and general the actual market 
value of railway property is likely to approach more closely to the 
cost of reduplication, and the latter element should be given 
increasing weight as time passes. 

Finally, it should be noted that the cost of such a system as is 
employed in Wisconsin is not excessive. The cost of the first 
physical valuation is comparatively high. The first such valua- 
tion in Wisconsin, made in 1903-4, cost a little less than $27,000. 
Thereafter, by applying the additions and deductions from property 
accounts, by changing unit prices and allowing for changes in 
condition, the appraisal can be kept up to date at small expense. 
The engineering corps used for that purpose in Wisconsin spends 
more time in valuing street railways and miscellaneous public 
utilities than it does in valuing steam railroads, but it cost the tax 
commission last year only $8,697. Of course the engineering corps 
in Wisconsin is used jointly by the railroad, or rate, commission 
and the tax commission, and the greater part of its time and cost 
are assigned to the railroad commission. But the railroad valua- 
tion could, I believe, be kept up to date at this expense even if the 
engineering corps were employed exclusively by the tax com- 
mission. The physical valuation is only part of the railway valua- 
tion, but the other cost does not exceed $3,400 a year; and $12,000 
a year covers the entire cost of railway valuation in Wisconsin. 
The railroads last year were valued at $240,242,000, with a cor- 
responding tax of $4,720,529.30. Surely it is worth while to spend 
$12,000 to get these valuations fair, both as among the railroads 
themselves and as between the railroads and the general tax-paying 
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“VALUATION OF RAILWAY PROPERTY FOR PURPOSES 
OF RATE REGULATION” 


The title of this paper is included within quotation marks 
because this or like form of words has been used recently to indi- 
cate the thought that value for the purpose of rate regulation is 
not value in its broadest sense. It is not to be understood that 
because of the use of that title the writer approves any such doc- 
trine. To him it seems that the ascertainment of the value of 
a thing, whether it be a vacant lot or a railroad property, is the 
determination of a fact, and that the same property cannot be of 
two or more different values at one time. 

In recent years the subject of valuation of railroad properties 
has received much attention. It is of some interest to note the 
circumstances which led up to railroad appraisals. In by far the 
larger part of the country railroads have been pioneers and have 
opened up the country by furnishing transportation facilities for 
the development of other enterprises. In the early days the 
people, especially in the newer states, felt great anxiety that rail- 
roads should be provided as an aid to future development; they 
held out inducements to persons having capital in order to persuade 
them to invest in railroads. That such means of transportation 
were necessary for the prosperity and upbuilding of the country 
was conceded by all; great and successful efforts were made to 
secure large subsidies in the way of land grants, free rights of way, 
aid bonds, and the like for railway companies; many cities, counties, 
and villages freely voted bonds to aid construction. Because rail- 
roads were necessary to open up undeveloped territory so that 
large wastes might be changed into populous regions, dotted with 
prosperous cities, thriving towns and villages, and occupied as 
fruitful agricultural areas, the people generally favored and 
encouraged them. Doubtless everyone will admit that no other 
enterprise has done so much for the development of the greater 
part of this country as have the railroads, and that it would be 
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a great calamity if they were to be dealt with in such a way as to 
impair their usefulness as instruments of public service and prog- 
ress. However, after reasonably adequate railroads had been 
provided, their patrons naturally desired transportation at the 
lowest rates consistent with the maintaining of efficiency and the 
retention of the advantages secured from railroad service, and 
many, without full consideration or sufficient knowledge of the 
facts, conceived that the companies, already possessing large 
capital, could at all times and under all circumstances furnish the 
means or command the credit necessary to discharge their many 
and increasing duties to the public. 

There also existed a widespread belief that railroad carriers 
sought to maintain schedules of rates, not only sufficient to pay all 
operating expenses, including maintenance and taxes, besides a fair 
compensation for the use of the property employed in the public 
service, but also to pay interest upon bonds and dividends upon 
stock improvidently and extravagantly issued. State legislatures 
made many rate reductions which were so low that the companies 
brought suits in equity to have them set aside as confiscatory, 
because they would not permit a fair return upon the value of the 
property. It was thought in some states that railroads did not 
pay their fair share of taxes. Under these circumstances it was 
natural that a demand for valuation should be made. Perhaps 
the first effort to make a complete valuation of railroad prop- 
erty was in Michigan, about the year 1900. This valuation was 
primarily for the purpose of taxation. Wisconsin, Minnesota, 
Washington, Texas, California, and other states have also under- 
taken railroad valuation for various purposes. 

Until recently the reproduction method was insisted upon by 
the states as the best one for the ascertainment of the present 
value of railroad properties. In some instances at least the state 
appraisals have made it perfectly plain that existing schedules of 
rates were not high enough to maintain the property, pay oper- 
ating expenses and taxes, and yield a fair return upon the value 
so ascertained; and since the failure of such appraisals to justify 
further rate reductions much diligence has been exercised on the 
part of many to find a lower basis of valuation. The cost of the 
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property is now proposed by some, who undertake to speak for the 
public, as a substitute for, or the equivalent of, value. 

It is clear that reliable knowledge concerning the value of rail- 
road properties may be useful for various purposes; for example, 
as a basis for taxation, as a guide to investors in railroad securities, 
as an aid to the public control of the issuance of stock and bonds, 
as an aid to test the reasonableness of the general level of rates, 
and as a guide for further legislation. It is, however, a mistake 
to suppose that railroad rates are, or as a practical matter can be, 
made or based upon the value of the property used to render the 
service. By those who have given attention to the subject it is 
well understood that rates substantially depend upon many other 
considerations. Carriers between competitive points must main- 
tain the same rates, and so shipper, locality, or class of traffic can 
be given any undue advantage or subjected to any undue dis- 
advantage. The half-dozen or more railroads engaged in active 
competition for traffic moving between the Twin Cities and Chicago 
must establish and maintain the same rates. Rates from different 
sources of production of the same or like commodities to the markets 
therefor, or to the places where the same are consumed, must 
necessarily bear a certain relation to each other. The effect of 
the transportation upon the value of the thing moved, the value 
of the service to the shipper, the cost of the service to the carrier, 
the nature and extent of the risk involved, competition between 
carriers, places, and commodities, and many other circumstances 
must be taken into account in making rates. Rates made by the 
railroad companies themselves have never been based upon the 
value of the property employed to render the service, and rarely, 
if ever, has any public authority attempted to make rates based 
upon such value. 

In recent years there have been many suits in court brought 
by railroad carriers to set aside state-made rates as unconstitu- 
tional and void because confiscatory. In such cases the value of 
the property used to render the service covered by the rates com- 
plained of may be an essentiai fact. It is, however, well known that 
rates nay be high enough to be non-confiscatory and yet much below 
what is reasonable and just under all of the circumstances. Because 
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of the nature of the business of common carriers and the interest 
of the public therein, the common law imposed the duty upon those 
engaged in it to serve all indifferently to the extent of their capacity, 
to answer strictly for the property intrusted to their care, to dili- 
gently transport and safely deliver, and they were bound to serve 
for a reasonable compensation. The customary price of like 
service was deemed to be the reasonable charge, and refusal to 
accept such rate, or the exaction of more, gave-a cause of action 
for damages, or to recover back the amount of the charge in excess 
of the customary price or reasonable rate.’ 

In an action at common law to recover an excess charge exacted 
by one engaged in a public service, no one ever knew of an inquiry 
as to the total profits of the party making the charge, or of a com- 
parison of such profits with the value of his property employed to 
render the service, but the inquiry was to ascertain whether the 
particular charge was a reasonable exaction for the service.’ 
Doubtless it is because of the frequency of confiscation cases—in 
which the value of the property has been brought forward in support 
of the claim that legislative authority transgressed the limits of its 
power as fixed by the Constitution—that superficial opinion has 
grown up to the effect that rates are made or based upon value. 

By far the most important undertaking in the work of val- 
uation is the federal valuation of railroads now going on under an 
act of Congress approved March 1, 1913. The reasons for, and 
scope of, that act are of interest to everyone interested in railway 
problems. The value required to be ascertained is not for any 
particular purpose, though it may become involved in rate-making, 
in rate-judging, in taxation, in accounting, in capitalization, in 
public purchase, in sale of securities, and it may be used as a guide 
to future legislation. The title of the act shows that it is the pur- 
pose of the law to cause a “valuation” of the several classes of 
property of carriers. Value in its broadest sense is required to be 


found. 


t II Kent’s Comm. 599; Smith’s Leading Cases, Vol. II, Part 1, pp. 457 ff. 

2 Cotting v. Kansas City Stock Yards, 183 U.S. 79; Canada Southern Railway 
v. International Bridge Company before Privy Council, 8 App. Cases 723 (1883); Texas 
and Pacific Ry. v. Abilene Cotton Oil Co., 204 U.S. 426, 436. 
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At the time of the passage of the law important rate cases 
were pending in the Supreme Court of the United States and the 
valuation approved by the lower courts in some of these cases was 
being publicly discussed with much interest; and inasmuch as 
the fundamental principles controlling valuation were not finally 
settled, Congress required the Interstate Commerce Commission, 
not only to ascertain value, but also to report in detail the facts 
necessary to apply various principles and theories of valuation 
then being contended for. 

To illustrate the issues then pending, we call to mind the fact 
that attorneys, economists, and appraisers, assuming to speak for 
the public, vigorously contended for principles and methods of 
valuation of railroad property calculated to produce results much 
below real value. They have contended: (a) That a railroad com- 
pany is not entitled to increments of value of any part or element 
of a railroad—land, embankment, or anything else—due to the 
enhancement of market price or to improvement by lapse of time; 
(b) that a railroad company is not entitled to a return upon the 
value of property acquired by the use of money given to it in aid 
of the enterprise, and is not entitled to any return upon property 
granted or donated to it as an inducement to build the railroad; 
(c) that a railroad company is not entitled to any return upon 
property paid for out of surplus earnings; (d) that in rate cases 
the cost of the railroad property is the measure of value and con- 
stitutes the base upon which the company is entitled to a return; 
(e) that the value of the physical elements (excluding value arising 
from franchises, contract rights, etc., which were acquired without 
cost) is the maximum upon which a railroad company is entitled 
to a return, and that the value of such physical elements is meas- 
ured by the cost of reproduction less depreciation; (/) that railroad 

property is not in reality private property but that it is held by 
the owner as frustee for the benefit of the public.' 

* Report of the Committee on Interstate Commerce United States Senate on House 
Bill 22593 (subsequent to the Federal Valuation Act), with hearings: statement of 
Judson C. Clements, p. 209; ibid., statement of Commissioner Balthasar H. Meyer, 
p. 230; ibid., statement of John R. Commons, pp. 84, 86, 87, 100, 101, 102, 107; 


Advance in Rates, Western Case, 20 I.C.C. Rep. 334, 337, 347; tbid., Eastern Case 
269; Proceedings of the Twenty-fifth Annual Convention of the National Association of 
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Notwithstanding that each of these propositions is without 
support in the decisions of the courts, they are still being urged in 
controversies concerning the reasonableness of rates, and undoubt- 
edly these, and other claims having like purposes, will be urged 
upon the Interstate Commerce Commission as proper guides for 
the valuation of railroad property required by the act. 

The passage of the valuation act was promoted, to some extent 
at least, by those who favor such propositions, and some of its 
requirements indicate that it was the purpose of Congress to pro- 
vide, not only for the determination of value, but also to require the 
ascertainment of many facts and much information having more 
or less relation thereto for the purpose of disclosing the methods by 
which the value was ascertained, and to provide data for the appli- 
cation of whatever rules or principles of valuation might finally be 
adopted. It is clear that the federal valuation act does not con- 
template that the Interstate Commerce Commission, or any of the 
state commissions, shall make rates based upon that value. 


Railroad Commissioners, Washington, D.C., October 28-31, 1913: paper by Max 
Thelen, California Railroad Commission, pp. 265, 271, 275; ibid., paper of Mr. 
Henshaw, Oklahoma Commission, pp. 282, 290; ibid., paper by Professor E. W. Bemis, 
PP. 309, 317, 322; ibid., statement of Mr. Clifford Thorne, Iowa Commission, citing 
many court decisions in rate cases holding that value of the property used, at the time 
that it is used, or present value, is the basis on which return is to be calculated, and 
opposing the view of Professor Bemis that the courts have shown that they do not 
mean value when the term “fair value”’ is used; ibid., statement of Mr. Duffy, of the 
American Railway Accounting Association, p. 338; ibid., statement of Mr. Echel- 
man, of the California Commission, p. 338; ibid., paper by Mr. F. E. Barker, chairman 
of the Massachusetts Board of Gas and Electric Light Commissioners, p. 369; ibid., 
statement of Interstate Commerce Commissioner Daniels, p. 376; see statement of 
Professor E. W. Bemis before St. Paul City Council in Gas Case hearing in May, 
1914, at p. 401, where he said in substance that in rate cases there is no such thing 
as value, but that “fair value,” or ‘amount of property,” or “fairness” is meant; 
see testimony of Professor Henry C. Adams in D.S.S. and A. Railway Passenger 
Rate Case, August 14, 1913, pp. 5446 ff., where he said: “In my judgment this thing 
that we call value in practical questions is a thing to be gotten at in order to arrive 
at equitable conclusions between contending parties, and it is always necessary to 
know what the contention is and what the relative rights of the parties are in order 
to proceed in any analysis or definition of ‘value.’’’ On the assumption that terminal 
land bought in Chicago fifty years ago for $5,000 is now worth $5,000,000 he said 
that “the $5,00c is the sum that ought to be included in what is called the value for 
determining the rate” (ibid., pp. 5451-52), and that “for taxation purposes that is 
taken at its present value’’ (ibid., p. 5453). See also The Valustion of Railroad Right 
of Way No. 3, by Hon. Frank W. Stevens, counsel for the New York Central Lines. 
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As above pointed out, the value of railroad property may be 
used to ascertain whether or not the general level of rate schedules 
is too high or too low, and may be used in confiscation cases to 
determine whether legislative rates violate the Constitution. To 
this extent value of railroad property may be involved in or related 
to the regulation of rates. 

Clearly the same principles govern valuation of railroad property 
for the purpose of rate regulation as apply in the case of condemnation 
of private property for public use. 

A few years ago the statement of that proposition would have 
been universaliy accepted, not only as the settled law, but also as 
so manifestly just and reasonable as to require no support by the 
citation of authority or the statement of the reasons upon which 
it rests. Recently, however, as above indicated, the value of 
railroad property has been attacked in the field of public discussion 
and in the courts, and men of prominence propose definitions of 
value which lead directly to the conclusion that legislative author- 
ity may be arbitrarily exercised in prescribing railroad rates and 
charges. In other words, the various conceptions and definitions 
of value being put forward as sound will, if accepted, set at naught 
the Fifth and Fourteenth Amendments, protecting private property 
against seizure for public use without just compensation. A mere 
moral obligation to be “fair” or ‘‘just” or to seek an “equitable 
conclusion”? would be substituted for our most important consti- 
tutional provisions. Notwithstanding governmental power to regu- 
late its use, railroad property is private property, and its owner 
is entitled to compensation for its use in the public service and to 
have and enjoy whatever profit can be secured by the application 
of a just and reasonable schedule of rates, and no power may justly 
require the use of such property without reasonable reward. It is 
familiar law that the Constitution protects the owner in the right, 
which legislative authority cannot take away, to earn a reasonable 
rate of return upon full value of the property used, as that value 
is, at the time that it is used in the public service, subject only to 
the limitation that rates shall not be extortionate or excessive. 

Railroad business is subject to many risks and hazards. No 
one gives assurance that there will be any net earnings or that 
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property invested in the enterprise will not be lost. If the owner 
of railroad property makes a mistake, he alone must bear the con- 
sequences, and justice requires that if he builds wisely his intelli- 
gence and enterprise should be rewarded. 

Admitting the power so to do, it would not be just to reduce 
rates below what is reasonable merely because the profits of the 
company are large. A railroad may be so fortunately circum- 
stanced that it can earn large profits at reasonable or even low 
rates. It is only when railroad property is well located, built to 
meet a reasonable demand for its service, intelligently planned, 
economically constructed, maintained, and operated, that its 
owner is, as a matter of constitutional right, entitled to a reason- 
able rate of return upon the value of such property. But will it 
not be conceded that the mere existence of legislative power to 
reduce rates does not justify the exercise of that power? Should 
all the rewards which are due to the foresight, wisdom, and enter- 
prise of the men who conceived and constructed wisely be trans- 
ferred by legislative authority to others ? 

The substitution of cost for value and the making of rates on 
that basis would unjustly deny reward and profit to the owners 
of the best railroads of the country and amount to seizure of the 
use of private property without just compensation. 

It may be worth while very briefly to call attention to some 
of the reasons why no such thing can be done. 

In case of the taking of private property for public use by the 
exercise of the power of eminent domain, it is conceded by every- 
one that the owner of the property taken is entitled to the full 
market value thereof, and, as a part of his compensation, he is also 
entitled to the damages proximately resulting to his other property. 
It will not be claimed that legislative authority has any power to 
prescribe the amount of compensation to be paid for property so 
taken, and it is well understood that all the elements of value 
existing at the time of the taking must be ascertained and paid for. 

The Fifth Amendment to the Constitution of the United States 
contains language as follows: ‘‘Nor shall private property be 
taken for public use without just compensation.’”’ The Four- 
teenth Amendment contains the following: ‘Nor shall any state 
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deprive any person of life, liberty, or property, without due process 
of law; nor deny to any person within its jurisdiction the equal 
protection of the laws.” 

The Fifth Amendment is a limitation upon the power of Con- 
gress and its equivalent is found in all state constitutions. It 
prevents the seizure or condemnation of private property without 
just compensation; under it, Congress has no power to make and 
enforce railroad rates so unreasonable and low as not to yield a fair 
return upon the full value of the property. Thus the very same 
words of the Constitution prohibit confiscation by rate-making 
as prohibit the actual seizure of property for public use without 
just compensation. The above provision of the Fourteenth 
Amendment prohibits confiscation by state-made rates. These 
constitutional provisions have been held applicable in rate cases 
by the Supreme Court on many occasions during the last quarter 
of a century. 

In rate cases, as well as in condemnation cases, all values and 
elements of value must be taken into account and included.’ 

The suggestion that there exists between the public and each 
railroad carrier the relation of principal and agent, or beneficiary 
and trustee, is without foundation. The public does not owe the 
company the money that the latter has invested in the railroad 
property; if a loss or profit results from the conduct of the enter- 
prise it must be borne by, or belongs to, the carrier, and the public, 
having no obligation to reimburse in case of failure, may not 

* National Water Works Co. v. City, 62 Fed. 865; Omaha v. Omaha Water Com- 
pany, 218 U.S. 180; Brunswick Dist. v. Main Water Co., 59 Atl. 537; City of Knox- 
ville v. Knoxville Water Co., 212 U.S. 1; Cedar Rapids Gas Light Co. v. Cedar Rapids, 
223 U.S. 655; Gloucester Water Supply Co. v. City of Gloucester, 179 Mass. 365, 
60 N.E. 977; Newburyport Water Co. v. Newburyport, 168 Mass. 548, 47 N.E. 533; 
Spring Valley Water Works Co. v. City of San Francisco, 124 Fed. 574; Norwich Gas 
and Electric Co. v. City of Norwich, 57 Atl. 746; Galena Water Co. v. City of Galena, 
87 Pac. 735; Venner Co. v. Urbana Water Works, 174 Fed. 349; Missouri, Kansas 
and Texas Ry. Co. v. Love, 177 Fed. 493; Cedar Rapids Water Co. v. Cedar Rapids, 
118 Iowa 250; Des Moines Water Co. v. City of Des Moines, 192 Fed. 193; Des Moines 
Gas Co. v. City of Des Moines, 199 Fed. 204; Pioneer Tel. and Tel. Co. v. Westenhaver, 
118 Pac. 354; People ex rel. Kings County Lighting Co. v. Willcox, 104 N.E. 911; 
Public Service Gas Co. v. Board of Public Utility Commissioners, 87 Atl. 651; Spokane 
v. Northern Pacific Railway Co., 15 1.C.C. Rep. 376; Bonbright v. Geary, 210 Fed. 
44; Monongahela Navigation Co. v. U.S., 148 U.S. 312. 
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appropriate the rewards of success. The title to railroad property 
is not held either in whole or in part for the use or benefit of the 
public. The company has the full title and ownership. 

By repeated decisions of the Supreme Court of the United 
States it has been held that railroads are the private property 
of their owners; that, while from the character of the work in which 
they are engaged public authority has power to regulate the use of 
the property in certain particulars, it is in no sense the owner of 
the property or of any interest therein, and that, subject to the 
limitations that charges shall not be unjust or unreasonable, and 
that they shall not discriminate, railroad companies are as free to 
manage their important interests as those engaged in other callings." 

From the very beginning of the exercise of the power of the 
states to prescribe the charges of those engaged in public callings 
it has been held to be within the scope of judicial power, and a part 
of judicial duty, to restrain and set aside any measure which 
operates to deny to the owners of property used that equal pro- 
tection which is the constitutional right of all owners of other 
property, and that, in such matters, the limitation upon the power 
of states prescribed by the Fourteenth Amendment is the equiva- 
lent of that upon the power of Congress prescribed by the Fifth 
Amendment, and that these constitutional provisions forbid 
legislation, in whatever form it may be enacted, by which the 
property of one individual is, without compensation, wrested from 
him for the benefit of another or the public. In one case the 
Supreme Court said: 

This, as has been often observed, is a government of law, and not a govern- 
ment of men, and it must never be forgotten that under such a government, 
with its constitutional limitations and guarantees, the forms of law and the 
machinery of government, with all their reach and power, must. in their actual 
workings stop on the hither side of the unnecessary and uncompensated taking 
or destruction of any private property, legally acquired and legally held.? 

In answer to the suggestion that the prescribing of rates is 
a mere regulation and not the taking of property it was said: 

The equal protection of the laws—the spirit of common justice—forbids 
that one class should by law be compelled to suffer loss that others may make 

* Interstate Commerce Commission v. Chicago Great Western Railway Company, 


209 U.S. 108, 118. 
2 Reagan v. Farmers’ Loan and Trust Company, 154 U.S. 363, 399. 
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gain. If the state were to seek to acquire the title to these roads, under its 
power of eminent domain, is there any doubt that constitutional provisions 
would require the payment to the corporation of just compensation, that com- 
pensation being the value of the property as it stood in the markets of the 
world, and not as prescribed by an act of the legislature? Is it any less 
a departure from the obligations of justice to seek to take, not the title, but the 
use, for the public benefit at less than its market value ?# 

Again it was said: 

Property invested in railroads is as much protected from public appro- 
priation as any other. If taken for public uses its value must be paid for. 
Constitutional guaranties to this extent are explicit; and in such condem- 
nation proceedings no inquiry is permitted as to how the owners have acquired 
the property, provided only it be legally held by them. If a farm belongs to 
an individual, and the public seeks to take it, it must pay its value, and is not 
permitted to diminish the price by proving the owner acquired the means of 
purchase by immoral or disreputable practices. He may have made his 
fortune dealing in slaves, as a lobbyist, or in any other way obnoxious to public 
condemnation; but if he has acquired the legal title to the property he is 
protected in its possession, and cannot be disturbed until the receipt of its 
actual cash value. The same rule controls if railroad property is sought to be 
appropriated. No inquiry is open as to whether the owner has received gifts 
from state or individuals, or whether he has, as owner, managed the property 
well or ill, or so as to acquire a large fortune therefrom. It is enough that he 
owns the property—has the legal title; and, so owning, he must be paid the 
actual value of that property. If he has done any wrong in acquiring or 
using the property, that wrong must be redressed in a direct action therefor, 
and cannot be made a factor in condemnation proceedings. These proposi- 
tions in respect to condemnation proceedings are so well settled that no one 
ever questions them. The same general ideas must enter into and control 
legislation of the kind before us. The value of the property cannot be destroyed 
by legislation depriving the owner of adequate compensation.? . . . . 

Now, if the public was seeking to take title to the railroad by condemna- 
tion, the present value of the property, and not the cost, is that which [it] 
would have to pay. 

The language above quoted is that of Mr. Justice Brewer in 
decisions handed down in 1894. Since then the same doctrine 
has been applied by the Supreme Court of the United States over 
and over again.‘ 

t Tbid. 410. 

2 Ames v. Union Pacific Railway Company, 64 Fed. 165, 176. 3 Ibid. 177. 

4 Smyth v. Ames, 169 U.S. 466 (1898); San Diego Land and Town Co. v. National 


City, 174 U.S. 739 (1899); San Diego Land and Town Co. v. Jasper, 189 U.S. 439 
(1903); Stanislaus Co. v. San Joaquin Co., 192 U.S. 201 (1904); City of Knoxville 
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In the Minnesota rate cases counsel for the state directly urged: 

(a) Where right of way has been donated free of cost it should 
not be included in the aggregate amount upon which to base a 
return; (6) that the land secured under the right of eminent 
domain should never be valued at more than original cost; and 
also in effect (c) that additions or extensions paid for out of 
earnings should not be included in the value of the property. 

The Court decided the case June 9, 1913, and made this very 
definite statement. 

It is clear that in ascertaining the present value we are not limited to the 
consideration of the amount of the actual investment. If that has been reck- 
less or improvident, losses may be sustained which the community does not 
underwrite. As the company may not be protected in its actual investment, 
if the value of its property be plainly less, so the making of a just return for 
the use of the property involves the recognition of its fair value if it be more 
thanitscost. The property is held in private ownership and it is that property, 
and not the original cost of it, of which the owner may not be deprived with- 
out due process of law.' 

Some who encourage constant and frequent rate reductions 
through the exercise of legislative power suggest that the court 
has not meant what it said; that the word “‘value”’ as used in 
a long and unbroken line of decisions was intended to mean some- 
thing else—something less—and they call attention to the expres- 
sions “‘fair value,”’ “reasonable value,” and the like in support of 
that idea. Their thought seems to be that it would be “fair” and 
“reasonable” to take private property—in the use of which the 
public generally has an interest—from the owners thereof, if it 
cost less than its present value, or if it was paid for in whole or in 
part out of earnings that might have been divided among the 
stockholders in the enterprise. 

It is certain that these phrases were never intended to be so 
used or understood. It might with equal reason be said that the 
phrase “just compensation,” as used in the Fifth Amendment, 
which has come down to us from Magna Charta, does not mean 
v. Knoxville Water Co., 212 U.S. 1 (1909); Willcox v. Consolidated Gas Co., 212 U.S. 
19 (1909); Minnesota Rate Cases, 230 U.S. 352 (1913); San Joaquin Company v. 
Stanislaus County, 233 U.S. 454 (1914). 

* Minnesota Rate Cases, 230 U.S. 352, 454. 














RAILWAY VALUATION FOR RATE REGULATION 29 


compensation, including the value of the property taken and the 
damages resulting from the taking; that in case of government 
grants of lands to settlers, free or for a small consideration, it would 
be ‘“‘just”’ under the Constitution to permit it to be taken for a 
post-office site at what it cost the owner, or at what it cost less the 
value of its use while he had it, because he always held it subject 
to be taken for public use upon payment, not of “‘compensation,” 
but of ‘‘just compensation.” But as against contentions of like 
character it is well established that the word “just” is used evi- 
dently to intensify the meaning of the word “compensation,” to 
convey the idea that the equivalent to be rendered for property 
taken shall be real, substantial, full, and ample; and that no 
legislature can diminish by one jot this rotund expression of the 
Constitution." 

It must be considered as established by highest authority, 
beyond doubt in confiscation cases, that the value of the property 
must be taken as it is at the time it is being used to perform the 
service covered by the rates in question, and that the rate schedules 
cannot be reduced by legislative authority below what is sufficient 
to permit the earning of a full and fair rate of return upon that 
value. Itis also true that a rate which is merely high enough to be 
adjudged non-confiscatory when attacked in judicial proceedings 
may be much below what is reasonable and just under all the 
circumstances. 

Many considerations suggest the wisdom and justice of allowing 
railway carriers liberal and generous rates. In territories that 
are not fully developed much uncertainty as to the volume and 
constancy of the flow of traffic exists; it is always desirable that 
railway companies be able and ready to meet the maximum demand, 
and, therefore, much larger investment in land, structures, and 
equipment is required in the case of irregular business moving 
fitfully than would be required if the same moved with regularity; 
in all parts of the country increasing demands for service require 
expensive improvements and extensions; the money required to 
pay for them must be secured from the sale of bonds or stock 
subscriptions; it is manifest that if the margin of safety is small, 


* Lewis, Eminent Domain, 3d ed., sec. 684, and cases cited. 
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rates of interest and discount upon bonds will be high, and that 
new stock will not be subscribed for at par unless present out- 
standing stock is worth something more than par and reasonable 
dividends on the total are quite certain to be paid; a very large 
volume of securities against the railroad properties of this country 
are held as investments for trust funds and the savings of the people; 
confidence and credit cannot be established nor maintained unless 
present and prospective earnings are sufficient to leave a sub- 
stantial surplus in good times that default may not occur in periods 
of depression; sound policy requires that the well-located and 
economically managed railroads of the country be allowed a 
schedule of rates sufficient to produce a surplus to pay for non- 
revenue-producing improvements—such as attractive passenger 
stations and grounds, provided, not as necessary facilities, but to 
keep step and correspond with the advancing tastes and ambitions 
of every growing city; the elimination of crossings at grade in the 
interest of safety; the lessening of noise and smoke in the interest 
of public health and comfort, and many other things of similar 
character. Railway owners and managers are, as a general rule, 
in full sympathy with all reasonable demands of the public in these 
matters and respond to them to the extent of their ability, but it 
is plain that, if additional securities must be issued to make improve- 
ments of this class, the margin of safety will grow less all the time, 
and fixed charges constantly advancing will impair the credit of 
securities as investments. 

Current statistics and a multitude of facts which are generally 
known to those interested in railroads might be brought forward 
to illustrate and emphasize the necessity of rate allowances gen- 
erously above what is required to pay a fair rate of interest on the 
present value of the property. The policy should be to strengthen 
and not to strain credit; sparingly to issue additional securities 
in order that the same may be salable at desirable rates, and that 
those which have been legitimately issued and now in the hands of 
the public may be strengthened and made perfectly safe. 

As value is not to be arrived at by rules or formulae, but in the 
exercise of sound judgment formed in the light of all the facts, it 
is obvious that only men of experience, intelligence, and perfect 
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fairness are qualified to do this work well. It is difficult to think 
of a calamity so great as that which is certain to follow a valuation 
based upon the theory that the federal Constitution does not pro- 
tect the full present value of railroad property in rate regulation, 
and that individual conceptions of right and wrong may be sub- 
stituted for fundamental principles of organic law. 

Proper valuation of the railroads will furnish information which 
may be used to ascertain the reasonableness of the general level 
of rates in broad areas, and to support appropriate readjustments 
thereof. If, by means of it, a better public sentiment will be 
created—and it is thought that this will result if the work be well 
done—so that the carriers will be permitted to have rates which 
are justified by an enlightened and sound public policy, the enor- 
mous expenditures now being made by the government and by the 
carriers will be fully warranted. 

The reasonableness of the rate of return to be allowed on present 
value is of great importance. While that question is not directly 
involved in valuation it is so closely related to regulation that a few 
words here with reference to it will not be out of place. 

While the determination of what is a reasonable rate of return 
cannot be made with accuracy, but isa matter for judgment based 
on all the circumstances, certain considerations are recognized as 
having a definite bearing upon the matter. It is impossible that 
rates on different roads in the same general territory should vary 
widely; each must meet the rates of the others, and a schedule 
that will permit a generous return upon the value of one may 
be ruinous to another; therefore it is impossible that rates of 
return upon different properties shall be the same, or even approxi- 
mately so. 

The most favored road must be allowed a generously high 
return or many others will fail. The circumstances of all in the 
same general territory must be taken into account. Few roads, 
if any, will be found which may be destroyed without great injury 
to the public, and assuming that the existence of a railroad property 
is desirable or justified at all, it is surely entitled to earn—if it can 
do so at rates which are not per se extortionate—a rate of return 
upon the full present value of its property at least as high as the 
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legal rate of interest. This being so, it necessarily follows that 
the strong lines must have a rate of return considerably higher 
than that. 

In recent periods the net earnings on capital and surplus of 
national banks averaged from 8} to 10 per cent per annum. It 
is a general rule that, other things being equal, the rates demanded 
for investments are greater where risk and uncertainty are greater. 
It probably will not be suggested by anyone that the risk attending 
the business of national banks is as great as that attending rail- 
road business. The bank selects its borrowers and securities, and 
may, if business becomes unprofitable, withdraw from it and invest 
its money elsewhere; its return is regular and certain; it is paid for 
the use of capital alone, and no considerable element of labor or 
management enters into the production of the result. 

It is manifest that new capital will not seck railroad investment 
if it be prohibited from earning therein as much as is generally 
earned in other large enterprises where the danger of loss, or of no 
return, or of irregular return, is no greater than in the railroad 
business; and if new capital cannot be secured to furnish additional 
mileage and facilities the result to all concerned wili be serious. 

While it is undoubtedly true that money invested in railroads 
generally has not in the past yielded as high a rate of return as 
other large investments, yet, until recent years, the prospect of 
increasing returns with the development of the country and the 
rise in the market value of railroad securities operated as an induce- 
ment to attract capital to the railroads. Of late years, however, 
conditions have not invited but have repelled such investments, 
and therefore the return, to be reasonable, must be higher and 
more certain than it has been recently or is at present. 

In summarizing the foregoing, then, we may emphasize the 
following points: First, as a practical matter rates cannot be made 
or based upon value. Value of the property is an essential fact 
in rate cases involving the question of confiscation, but a rate only 
high enough to be non-confiscatory may be much below what is 
reasonable. The same principles govern valuation of railroad 
property for the purposes of rate regulation as apply in the case 
of condemnation of private property for public use; and the same 














RAILWAY VALUATION FOR RATE REGULATION 33 


constitutional provisions which prohibit the condemnation of 
private property for public use without just compensation prohibit 
the taking of the use of the property by imposing rates that are 
unreasonably low and confiscatory. In both cases all values and 
elements of value must be included. ‘Reasonable value” means 
value, and “‘just compensation”’ means real, substantial, full, and 
ample compensation. Second, it has been the frequency of con- 
fiscation cases in which the value of the property has been an 
important test that has given rise to superficial opinion that rates 
are based upon value. Third, there is no foundation for the sug- 
gestion that there exists between the public and each railroad 
carrier the relation of principal and agent, or beneficiary and 
trustee. It is settled by repeated decisions of the Supreme Court 
of the United States that railroads are the private property of their 
owners, subject to regulation that charges shall not be excessive 
or unequal. Fourth, a proper valuation of the railroads, such as 
that authorized by the federal valuation act, will furnish a guide 
to ascertain the reasonableness of the general level of rates in 
broad areas and to support readjustments thereof. Railroad 
rates cught not to be reduced as low as possible without confis- 
cation; in fact many considerations suggest the wisdom of allowing 
railway carriers liberal and generous rates. The rate of return is 
definitely involved in confiscation cases and is related to rate 
regulation. New capital will not seek railroad investment if pro- 

hibited from earning as much as is paid in other large investments 

where the risk is no greater. Prospects of increasing returns and 

of rise in the market value of railroad securities formerly attracted 

capital to railroads, but conditions lately have not encouraged 


such investments. 
PIERCE BUTLER 
St. PauL, MINN. 











THE INVESTOR’S INTEREST IN RAILROAD VALUATION 


Physical valuation of railroad assets has been made at various 
times for four distinct purposes. Condemnation proceedings 
in connection with takings by the public and appraisal for purposes 
of taxation were among the first. In recent years such inventories 
have come to be common in connection with the determination of 
reasonable rates. And, last in series, an interest has arisen in 
such physical valuation in connection with the regulation of the 
issue of securities. These latter phases of the matter have brought 
the movement into more and more intimate relationship with the 
welfare of investors. For these reasons it is pertinent to inquire 
at this juncture as to the nature of the effect, direct or indirect, 
of this form of state activity upon private property rights. And 
such an inquiry is peculiarly important in view of the prevalent 
financial embarrassment of American railroads as a whole, and the 
especially precarious condition of a few important ones among 
them. The federal government is even now in the act of expending 
from twenty to fifty million dollars for the purpose of making a 
physical inventory of the railroads of the United States. Of what 
value will this stupendous undertaking be to the thousands of 
stock- and bondholders of the properties concerned ? 

That the attitude of the railroads toward public valuation has 
completely changed upon further acquaintance with its methods, 
aims, and results is quite explicable upon examination of the course 
of events. Hostility was once extremely pronounced. Valuation 
was assailed, not only as unscientific in theory and unnecessary 
and impossible of practical application, but also as socialistic or 
revolutionary in tenor and results. A fusillade of invective was 
directed ten years ago against every experiment in this direction. 
This was partly due to the suspicion attaching to ignorance; it was 
partly warranted by the fear lest publicity in this direction should 
increase the burdens of taxation.’ Notoriously overcapitalized 


* Bull. 21, U.S. Census, 1904, on ‘‘Commercial Valuation,” showed that the tax 
assessment in Connecticut only was equal to the market value, while in other states 
the relationship ranged down to that in New York, where assessment valuation was 
only one-quarter of the commercial valuation. 
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properties also dreaded the effect of publicity in the matter of rates. 
The railways seem now to have executed an about face; so much 
so that on the occasion of the enactment by Congress of the federal 
valuation law no corporate opposition whatever was presented. 
This change of opinion has followed a gradual appreciation of the 
protective value to vested interests of a complete revelation of all 
the existing financial facts. Technical railroad men have learned 
this in advance of the banking interests. We may at all events 
interpret the lack of apprehension, nay, even the appearance of 
lukewarm interest in the results, as proof that physical valuation 
is capable of rendering a real service to those who own the securities 
of the ra‘lroads of the country. 

Viewed in a large way, physical valuation is only a phase of 
sound accounting practice, which in turn is nothing more than 
one aspect of publicity. Appreciation of the corrective and 
remedial value of corporate publicity is steadily increasing. The 
accounting clauses of the federal railway law of 1910, conferring 
authority upon the Interstate Commerce Commission really to 
enforce the provisions of the act of 1887, are among the most 
important phases of that legislation. Less pretentious than some, 
to be sure, they are none the less fundamental features of any 
program of regulation. They are not only productive of honest 
and efficient operation, serving the public thereby, but they also 
emphasize and enforce an all-too-imperfect sense of accountability 
or trusteeship of managements to investors. But sound accounting 
calls for an inventory of assets, thoroughly made and kept currently 
up to date by means of a running record of all financial transactions 
as a primary requisite. This will be illustrated by means of con- 
crete examples chosen from certain of the most difficult and least 
understood phases of bookkeeping. 

The first item on the balance-sheet under the head of assets— 
set off against the outstanding capitalization on the opposite page 
as liabilities—is ‘cost of property.” This is the foundation stone 
of the accounts—the only actuality; all else is merely paper. How 
many railroads at the present time are warranted in the assumption 
that any real relationship whatever between the physical assets 
and this item on the book exists? In an old seasoned property 
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this lack may well be forgiven, details having reached the vanishing 
point in historical perspective. But even for the most recent 
enterprises, in how many cases may it be affirmed that this item 
is a true statement of fact? Every accountant is well aware that 
“cost of property” is veritably a catch-all and drag-net on the 
balance-sheet; as much so, indeed, as “‘profit and loss,” which, at 
the foot of the column, is so often utilized to even up whatever 
discrepancies may exist between liabilities and assets. The only 
difference is that cost of property, stretching back over a long 
period of years, may be fudged with greater impunity than “profit 
and loss,” which is linked up somewhat more directly with recent 
events through the income account. 

The Chicago, Milwaukee & St. Paul, in connection with its 
transcontinental extension in 1910, has recently afforded an 
unanswerable argument in favor of physical valuation for the pur- 
pose of assuring a real value to “cost of property’ upon the books. 
Without either the knowledge or consent of its shareholders it 
deliberately falsified this item, possibly with the mistaken view 
that indirectly the general shareholders might benefit in future 
years. But the operation also seems not unconnected with what 
bears every appearance of speculation by insiders in the securities 
of the company. The facts, as set forth in the official opinion of 
the Interstate Commerce Commission,’ had already come to my 
attention in connection with a fiduciary interest as investor in the 
outcome of this great piece of construction. Three separate 
letters were addressed in this capacity to the president and treasurer 
respectively, the receipt of which was not even acknowledged. 
Is it any wonder that the utterly helpless, isolated shareholder 
should seek aid and solace from the federal government, which alone 
possesses the power to compel a disclosure of the truth? The 
facts were these: The total cost of construction of some 1,700 miles 
of line was in the neighborhood of $155,000,000. This sum was 
advanced to the Puget Sound Company in exchange for its bonds, 
the cash in first instance being raised by subscription to new stock 
of the old St. Paul Company by its own shareholders. No other 
source of funds existed. Yet in the first annual report of the Puget 


29 I.C.C. Rep. 508. 
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Sound Company, for 1910, property investment appears on the 
balance-sheet at $236,000,000. One year later this valuation was 
raised to $269,000,000. A profitable investment indeed which 
can enhance in value at such a rate as this! The explanation as 
to the discrepancy between a cash outlay of $155,000,000, more 
or less, and a book-value of $269,000,000 was simple. The Puget 
Sound Company had paid for its entire property by sale of its 
bonds at par, mainly to the parent corporation, and had thrown 
in $100,000,000 of capital stock for nothing in order to give good 
measure. Obviously the liabilities’ side of the balance-sheet was 
puffed out by this $100,000,000 of capital stock put forth gratis. 
The only way thereupon to bring the assets to an equivalence was 
to write them up correspondingly. That was the bookkeeping 
excuse. 

Certain provisions of law had a bearing upon the St. Paul case. 
The Puget Sound Company was a Washington state corporation. 
The statute limited the issue of bonds to double the amount of the 
capital stock. The law, following the rule in most other common- 
wealths, also forbade the issue of capital stock except for an equiva- 
lent at par in cash or property. If all funds were to be raised from 
bonds, allowing a sufficient margin for unforeseen contingencies 
and preserving the requisite relations between bonds and stock, 
there was no alternative to the issuance of this large amount of 
stock. And, moreover, in order to meet the second provision of 
law in form, although manifestly not in substance, the property 
valuation must be made sufficiently large to equal both bonds and 
stock. The simplest way, therefore, was adopted. The property 
valuation was written up sufficiently to meet the needs of the case. 
An added advantage lay in the possibility of distributing larger 
earnings in future without risking the appearance of inordinately 
high profits. Had all construction accounts been under the juris- 
diction of the Interstate Commerce Commission, and had a certified 
physical inventory of assets been made by proper authority, the 
St. Paul management would have been debarred from this wilful 
deception of the public and of its own shareholders alike. It 
would have been a perfectly simple matter for the parent company 
to have accepted part payment for its advances of cash in capital 
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stock at par, the balance being provided for in bonds. The pre- 
scribed relationship between stock and bonds could have been 
preserved throughout. This might not have been feasible had 
the offering of Puget Sound securities been made to the general 
public. It might have been necessary, as so often in the past, to 
stimulate an appetite for the bonds. But in this instance the 
taking of both the stock and the bonds was assured. They all 
went into the treasury of the St. Paul Company by prearrangement. 
The difference would have been this: that the total outstanding 
capitalization of the Puget Sound Company would then have been 
equal to the actual cost and, in view of the recency of construction, 
to the then commercial value of the property. The whole episode 
constitutes an exceptionally strong argument in favor, not only of 
physical valuation, but also of including all accounts of construc- 
tion companies along with operating railroads under the jurisdiction 
of the Interstate Commerce Commission. 

The confidence of investors throughout New England in the 
honesty of railroad management has been severely shaken by the 
recent financial collapse of the once great New Haven system.’ 
Fortunes have been lost and helpless widows and orphans rudely 
deprived of their much-needed incomes. There can be no doubt 
that an official appraisal of this property made a decade ago 
would have prevented all of this loss, or at least some part of it. 
Within nine years to 1912 the capitalization of this railroad in- 
creased from $93,000,000 to $417,000,000 without an appreciable 
addition to the mileage. About $340,000,000 was procured from 
the sale of stocks and bonds during this time. Out of this, $40,000- 
ooo was expended for the purchase of previously leased lines 
and $96,000,000 was expended for betterments and equipment. 
The balance, amounting to about $204,000,000, was invested in 
properties outside the steam railroad sphere—in trolley lines, 
steamships, power plants, and even newspapers. Every interest 
of the stockholders was recklessly disregarded. A capital stock 
once commanding $200 a share, and for years regularly in receipt of 
8 per cent dividends, is now quoted at less than one-fourth that 


t Ripley, “Railroad Overcapitalization,” Quarterly Journal of Economics, August, 
1914, Pp. 619. 
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figure; and it will be years before any return whatever upon the 
investment can be had. 

The New Haven disaster at root was due to an attempt to create 
a transportation monopoly regardless of cost. Competitors were 
purchased at prices in nowise conditioned either by earning power 
or by tangible assets. Thus, for example, the trolley lines in Con- 
necticut cost about $40,000,000 in New Haven securities. The 
New Haven paid at least one-third more for them than they were 
possibly worth. The acquisition of the Rhode Island trolley lines 
was equally reckless and improvident. As Commissioner Prouty 
tartly put it in his official report,’ the Rhode Island company 
‘turned in the water and the New Haven converted that water into 
wine. In whatever aspect the transaction is viewed, the New 
Haven gave $13,500,000 for nothing.” Similarly, in the West- 
chester enterprise, another four-track electric road out of New 
York, the New Haven invested $35,000,000 in construction against 
tangible property since officially valued at about one-third of that 
amount. All these transactions seem to have taken place without 
any considerable measure of oversight or approval, and in some 
cases without even the knowledge, of the Board of Directors. 
Can there be any question that if an official state inventory of 
these properties had been available for the purpose of checking up 
results, these purchases at extravagant prices would have been 
prevented? In several instances where such matters came under 
the jurisdiction of the New York Public Service Commission pro- 
ceedings were at least delayed by the publicity afforded through 
a valuation made by governmental authority.’ 

The service to investors of complete publicity as to the physical 
value of properties concerned in corporate consolidations is empha- 
sized also in the recent “Frisco” receivership. Here, again, a 
board of directors, instead of being actuated by a sense of trustee- 
ship to their stockholders, proved faithless in this regard. As in 
the New Haven affair, subsidiary properties were acquired at 


t 27 I.C.C. Rep. 581. 
2 Ripley, ‘Public Regulation of Railroad Issues,” American Economic Review, 
September, 1914, p. 548. 
3 Ripley, Railway Age Gazette, LVI (1914), 1226. 
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exorbitant prices, entirely incommensurate with either their cost or 
their earning power. But in this instance many of the lines were 
branches or feeders, constructed by insiders in the management, 
headed sometimes even by the chairman of the Board of Directors. 
These were afterward unloaded upon the parent road for much more 
than they were worth. A notable example was the Brownsville, 
Texas, extension, which cost $8,900,000. For this the “Frisco” 
was made to pay $12,100,000, the profit to the promoters being 75 
per cent upon the investment. The need of submission of con- 
struction company accounts to public control, and especially of 
their being checked by a technical inventory of the assets, is as 
evident as in the case either of the St. Paul or of the New Haven 
company. 

A moment’s consideration of the nature of surplus in corporate 
accounts will also bear testimony to the significance of physical 
valuation to the investor. A surplus, although seemingly sub- 
stantial enough, is in reality a hazy and illusive thing. It depends 
entirely upon the valuation placed upon assets; and it may be 
obliterated by a stroke of the pen in writing off property account. 
Particularly misleading may be such a surplus if, instead of being 
in cash or securities, it is a mere statement of past earnings invested 
in the property and appropriated to future usefulness. It may be, 
and often is, a guaranty for the continuance of dividends during hard 
times; but it may also be so inextricably invested in the plant that 
it cannot readily be made serviceable in time of need. One impor- 
tant American railroad at the present time, having a considerable 
surplus, is paying its dividends in script for want of ready cash. 
The growing practice, moreover, among public-service commissions 
is to regard surplus, not as the private possession of the corporation, 
but rather, according to the public-spirited policy voluntarily 
adopted by the American Telephone Company, as a reserve, 
‘indivisible, inviolable, and inalienable,” to be a  ainistered for 
the joint benefit of the stockholders and the public in future 
years." 

But whatever one’s conception theoretically of the nature of 
surplus may be, there is a very real danger to investors of having 


t Annual Report, 1912. 
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a reserve created out of the undivided earnings of past years 
capitalized by an unscrupulous management, which may thereupon 
foist the new securities upon an unsuspecting public. The most 
notable instance was the reorganization of the Chicago & Alton 
in 1898 by the late E. H. Harriman and his associates. Here, 
again, railroad securities once quoted at double their par value are 
now bandied about from hand to hand at merely nominal prices." 
The old Alton road had a surplus of $7,000,000 in 1898. Within 
seven years its capitalization expanded from $34,000,000 to $114,- 
000,000, while the real property acquired was worth only about 
$18,000,000. To make a long story short, $62,600,000 of bonds 
and stocks were put forth for no tangible equivalent whatever— 
an amount equal to $66,000 per mile of line. The average capitali- 
zation per mile of the railway net in the United States is less than 
$60,000. At bottom, this operation was put through by con- 
verting the sound credit and high reputation of the previous 
management into securities supported by no commensurate increase 
in the actualinvestment. Incidentally it may be noted, as bearing 
upon the previous comments upon “‘cest of road,” that within the 
seven years covered by the Harriman management this item on 
the balance-sheet swelled from $66,000,000 to $117,000,000. It 
seems unquestionable that if these transactions had been carried 
on under adequate governmental supervision of accounts, checked 
as to details by a structural inventory of the property, the huge 
private fortunes, accumulated at the expense of the unwary 
investor, would have been in some measure at least prevented. 
All of the foregoing argument, it may be objected, proceeds upon 
the assumption that commercial value is really determined by 
structural worth rather than earning power, and that, after all is 
said and done, what interests the investor is not the sacrifice 
entailed in the creation of a property—a sacrifice borne, perhaps, 
by previous and transitory owners of the securities—but the 
tangible returns in the way of profits from operation, present or 
prospective. The point is entirely well taken; but, instead of 
weakening, it really reinforces our contention. However largely 
from the public point of view, principally in connection with the 
* Ripley, “Physical Valuation,”’ Political Science Quarterly, December, 1914. 
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establishment of reasonable rates, attention may focus upon actual 
or reproduction cost of the plant, to the owners of the shares and 
bonds the directly pertinent inquiry is how productive it may be 
of revenue. But even here, it is submitted, the investor has a 
direct interest in physical inventory. Every detail of financial 
policy, whether in time of corporate health or indisposition, hinges 
upon the relationship between the physical condition of the assets 
and their earning power. A property may be just as good for 
service to the public or for earning dividends for investors after 
fifty years of existence as when new. Whether it is or is not 
depends entirely upon the policy as to depreciation which has been 
pursued. Yet, while for a time depreciation may be a mere matter 
of accounting, it is imperative that the accounts be squared periodi- 
cally with the physical facts. Matters may drift unwittingly 
into a ragged condition, deceptive alike to the public and to the 
owners. 

Two illustrations of the danger to investors of an improper 
depreciation policy lie at hand. One is the financial failure of the 
Boston & Maine; the other is the bankruptcy of the once pros- 
perous Rock Island road. In both instances their present troubles 
have resulted from failure, ignorant or wilful, to charge replacement 
outgo in sufficient measure to income rather than to capital account. 
Both alike have been for years distributing their capital as divi- 
dends among shareholders, who were in turn devcting these divi- 
dends to current personal expenditure, in entire ignorance of the 
real facts. The Rock Island affair is the more flagrant of the two. 
The facts came to light in 1914 in connection with reorganization 
proceedings. The management had promulgated a statement in- 
dicative of a liberal upkeep of roadbed and equipment. Vice- 
President McKenna of the St. Paul road was called in to investigate 
the matter from another angle for the bondholders. His report 
disclosed a starvation policy so extreme that one-half of the com- 
pany’s freight cars were found to be fit only for the scrap heap. 
No fewer than 20,000 of them, it was reported, ought to be re- 
placed at once at a cost of $15,000,000. Inadequate or deferred 
maintenance-of-way work called for an additional expenditure of 
$8,000,000. Thus was a reported surplus of $13,600,000 converted 
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into a deficit of over $10,000,000. An official stock-taking care- 
fully made and rigidly checked from year to year during the last 
decade would have put a stop to the deception and loss which such 
management entailed upon those whose savings had been invested 
in the enterprise. 

There being so many distinct purposes of physical valuation, 
it is pertinent to inquire how far the same principles apply inter- 
changeably. Is an appraisal for condemnation or taxation service- 
able in rate or capitalization cases; and which one of | -se may be 
relied upon most confidently to inform the investors of the con- 
dition of their property? The trend in most court and commission 
rate cases now seems unmistakably toward the adoption of actual 
or original cost; although reproduction cost has played so promi- 
nent a part in such proceedings in the past." In rate cases, cer- 
tainly, the entire corporate life from beginning to end must be 
included in the ascertainment of the real sacrifice made by investors 
in the enterprise. But it would seem as if the interest of the 
investor at a given time were more direct and immediate. Not 
what it costs to create and upbuild the property, but what it may 
now be expected to yield in revenue, is of primary importance, as 
we have already seen. The innocent third party, or in other words, 
the eleventh-hour stock- or bondholder, acquires his interest at a 
price which capitalizes future prospects and ignores entirely the 
events of the past. To him, looking forward alone, the present 
status of his investment, including its guaranty for future returns, 
outweighs all other considerations. Undoubtedly some invest- 
ments there are which still hold over from the beginning of the 
enterprise; but they tend constantly toward a vanishing minority. 
And, of course, wherever reorganization has occurred they have 
entirely disappeared. The contrast between this point of view 
and that of the state, which has no limited existence, is in all 
respects striking. Fortunately the newer valuations, notably 
that of the federal government now under way, seek data both as 
to original cost and as to present condition. The results in the 
first category may be used for rate purposes, while those of the 
second are placed at the disposal of the investing public. 

t Ripley, ‘Physical Valuation,” Political Science Quarterly, December, 1914. 
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An attempt to differentiate the methods and principles of valua- 
tion according to the purpose in view might be indefinitely extended 
were consideration to descend to details. One or two may, how- 
ever, be mentioned in passing. The worth of a going concern, as 
distinct from franchise value, deserves quite different treatment in 
a condemnation case from that concerning rates or capitalization; 
and the viewpoint of the private investor may differ widely from 
either of the other two. ‘“‘Hot assets” are certainly worth more 
than “cold assets’”’ for revenue purposes, however little they may 
have differed in respect to the sacrifice at . ne time made by those 
who called the property into being. 

The viewpoint of the investor, as distinct from that of the 
public-service or taxation commissioner, is most clearly defined in 
condemnation proceedings for the taking of property for public 
use. A commercial valuation based upon earning capacity is 
final and all-important; while in rate cases attention is focused, 
not upon the fair value of the property alone or a fair rate of 
return, but upon the product of the two. Physical valuation is an 
incidental detail in the ascertainment of fair rates. It is funda- 
mental in fixing values when the property is to change hands once 
and for all. Yet, on the other hand, the element of depreciation 
confounds this argument. Depreciation becomes relatively unim- 
portant unless it affects the quality of the service. Some experts 
maintain that it should for this reason play no part whatever in 
valuation for rate-making. But it certainly looms large in con- 
demnation proceedings; and it would appear to be of the utmost 
importance in all examinations of property, made for the purposes 
of informing security-holders as to the stability of their investment. 

The results already obtained from physical valuations in the 
different states promise substantial protection to the investor 
against further reduction of rates, and even afford some ground for 
the belief that a demand for increased returns would be upheld 
by the courts upon the basis of this evidence." The range of these 
valuations between the different states is very wide. At one 
extreme, Texas finds the present value to be $22,000 per mile of 


t These results are tabulated in detail for the leading states by the author in the 
Political Science Quarterly for December, 1914. 
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line; and at the other, New Jersey finds it to be $167,000 per mile 
of line. The most important relationship is that between physical 
valuation and capitalization. The returns in this respect indicate 
with marked unanimity that the outstanding stocks and bonds of 
railroads at the present time are fairly represented by the worth of 
their physical possessions. For five states taken together the 
inventory value new is $142,000,000 in excess of the outstanding 
securities at par. This calculation makes no allowance for depre- 
ciation; but, at the same time, it includes nothing for the value of a 
going concern. In practice it has been found that these two items 
about offset one another. Taking the returns state by state, 
the evidence is conclusive that there is a comfortable margin of 
real value over and above the existing capitalization. This by 
no means implies that individual companies have not erred griev- 
ously in this regard; but the data will materially assist in counter- 
acting the impression so widely prevalent at one time that American 
railroads as a whole are very much overcapitalized. If physical 
valuation by the government contributed nothing more than this 
to a proper understanding of the situation by the people at large, 
and particularly by the courts which are charged with the determi- 
nation of rate reasonableness, the undertaking would have been 
well worth while. 

The merchant and manufacturer commonly find it advisable 
to make an inventory of their possessions at stated intervals. 
Nothing else so clearly reveals the need of writing off for deprecia- 
tion as a periodical account of stock. Because a railroad is a 
much larger enterprise is it any reason why this safeguard cf 
conservative accounting should be ignored? Moreover, deprecia- 
tion constitutes a particularly acute problem in railroading. 
Obsolescence is especially severe under modern conditions. One 
of the leading efficiency engineers has aptly described the situation 
as follows: 

Roadbeds do not wear out any more, they are realigned with grade revi- 
sions; ties do not gradually decay, they are cut to pieces by the heavy traffic; 
rails do not last their life, they are displaced by heavier sections; stations do 
not wear out, they have to be torn down to make way for palatial structures; 


round-houses are scrapped because electrical equipment has come in; _loco- 
motives used to last fifty years, the average age of locomotives in actual 
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freight service now is not over ten years; wooden passenger cars make way 
for steel cars. A 2 per cent assessment made once used to be sufficient for 
depreciation. It is a question whether 3 per cent a year will take care of 
modern obsolescence.* 


How many corporations have squarely faced this situation ? 
Is it not a matter of congratulation that all of them are now com- 
pelled to do so according to a well-defined and uniform federal 
valuation plan ? 

If physical valuation be so important to the investor, why may 
not the task be intrusted to private enterprise? Why need the 
government take a hand in so vast an undertaking? The answer is 
almost obvious. A most important consideration is that results 
should everywhere be standardized, so that comparisons may be 
made allalong the line. Moreover, so long as the method and result 
is subject to private control, there is the same danger as before that 
an unscrupulous management may prove faithless to its trust. 
As a matter of fact, many large corporations, including a number 
of leading railroads, have within the last few years undertaken this 
work on their own account. The twofold danger in leaving 
matters of this sort to private initiative is once more well illustrated 
by the unfortunate experience of the New Haven Railroad. 
Already well started upon its downward path, as we now know, 
the New Haven several years ago employed an ex-chief engineer 
of the Panama Canal to make a complete inventory of its property. 
The details were never disclosed; but the results were evidently 
relied upon to support a continuation of the policy of overcapitaliza- 
tion, then well under way. Subsequently, in connection with pro- 
ceedings by the state to enforce its laws, a so-called Massachusetts 
Validation Commission was appointed to determine officially 
whether the New Haven assets were adequate to entitle its bonds 
to continuance as a legal investment for savings banks. This 
valuation was made in accor’ance with principles entirely at 
variance in many respects with the established practice of the time. 
For example, the engineer in charge made no deductions for 
depreciation of plant, regardless of its age, so long as it was capable 


* Harrington Emerson, “‘The Rate Decision,” Review of Reviews, September, 
1914, P. 347- 
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of rendering adequate service, while still making full allowance 
for appreciation in the value of land. In other words, reproduction 
cost entirely mew was the basis of the inventory. The railroad 
was also favored in many other ways, as, for example, by crediting 
to it the entire cost of abolition of grade crossings, although a 
large part of this cost had been borne by the state. It is not our 
purpese, however, to criticize these methods of physical valuation. 
The point is that this valuation, made upon a basis entirely favor- 
able to the railroad, was afterward used by its management to mis- 
lead both the public and the owners of its securities as to the true 
condition of affairs. The Massachusetts Public Service Com- 
mission, after a detailed investigation in 1914, found that the New 
Haven had expended $7,800 for the purpose of distributing copies 
of a certain Wall Street publication containing ‘‘an utterly false 
and misleading statement’”’ to the effect that its assets exceeded its 
liabilities by more than $100,000,000. As a matter of fact, the 
Validation Commission did report something of this sort to be 
true. But the case would have been entirely different had the 
inventory been made according to the generally accepted practice 
then in vogue among the state public-service commissions. All 
the advantage which attaches to the comparative method in science 
was denied to the public and the investors in this case, and an open- 
ing was afforded for a grave misuse of the material which public 
investigation had revealed. Now that the federal government, 
however, has undertaken a physical valuation for all the railways 
of the United States according to a uniform plan, this danger will 
in the future be considerably minimized. 

It is important that the public be advised in connection with 
the great program of physical valuation that its service is con- 
fined merely to publicity. It does not purport to be in any sense a 
guaranty of the investment. This point is strongly emphasized in 
connection with all of the legislation having to do with publicity. 
The Federal Railway Securities Commission of 1910 very properly 
called attention to this possible misinterpretation of official exami- 
nation either of accounts or of asse‘s. As in the case of the 
pure-food laws, an attempt is indeed made to standardize rail- 
road securities. One should be enabled to know what is being 
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bought, but no certification is afforded tnat the purchased security 
is a good investment. Matters of that sort must be left to the 
intelligence of the buyer. ‘‘The government cannot protect the 
investors against the consequences of their unwisdom in buying 
unprofitable bonds, any more than it can protect the consumers 
against the consequences of their unwisdom in eating indigestible 
food.” It is in accordance with this salutary principle that prac- 
tically all of the newer public-service commission -laws distinctly 
disclaim any responsibility in the nature of a guaranty of the 
securities approved for issue.‘ Nor is this done merely for the 
avoidance of legal liability on behalf of the state. It is very 
properly a declaration of principle, placing the responsibility for the 
investment of funds where it properly belongs, upon the shoulders 
of the private parties concerned. The government undertakes a 
full and accurate publicity. Facts are spread upon the records. 
What private individuals may choose to do upon the basis of that 
presentation of facts is left entirely to their own discretion. That, 
I take it, is a fundamental principle in the entire domain of public 


regulation of business. 
W. Z. RIPLEY 


HARVARD UNIVERSITY 


* Cf. the standard public-service commission law recommended by the National 
Civic Federation in Commission Regulation of Public Utilities, 1914. 








RAILWAY ACCIDENTS AND “SAFETY FIRST” 


Ever since railway operations started, railway accidents have 
been a subject of discussion and criticism, and doubtless they will 
continue to be discussed and the railroads and their employees 
will continue to be criticized until accidents are eliminated or 
reduced to a minimum and responsibility for them properly dis- 
tributed. A significant and effective move in the right direction 
is resulting from the present co-operative effort between the men 
and the managements of the railroads, and it seems that the solu- 
tion of the problem of accident-prevention is well underway. 

In the year ending June 30, 1913, the last year for which we 
have accident statistics, there were 10,964 persons killed and 
200,258 injured on the railroads of this country, an increase of 
3% per cent in killed and 18 per cent in injured over the previous 
year. The Interstate Commerce Commission classified these 
accidents as follows: 











171,417 
5,992 
6,310 
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Others, not trespassers | 1,288 
Trespassers | 55558 


Passengers 16,539 





Railway accidents, like accidents in the factories, in the mills, 
in the mines, in the streets, and in the homes, result largely from 
carelessness, or, perhaps, admitting ourselves to be a nation of 
chance-takers, we might better call it thoughtlessness. A few of 
the accidents result from defective track equipment, tools, machin- 
ery, or bad conditions or methods; a few, but only a few, are 
train accidents, such as collisions and derailments. 

Every death or injury of a passenger in a train accident is a 
just cause for complaint against, or criticism of, the railroads. 
There were 181 passengers killed and 8,662 injured in train acci- 
dents during the year ending June 30, 1913; 222 passengers were 
killed and 7,877 were injured from other causes, such as jumping 

49 
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off moving trains, crossing the track in front of approaching trains, 
falling over obstructions left in the aisles of cars by the victims 
themselves or by other passengers, blows from falling windows, 
and other causes too numerous to mention. Nearly all of them 
were preventable by the exercise of a little care on the part of the 
passenger. The railroads, I believe it is generally conceded, are 
doing everything their revenues will permit to reduce the number 
of deaths and injuries to passengers, as well as to everyone else, 
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Employees killed on The Chicago Employees injured on the Chicago 
and North Western Railway, years and North Western Railway, years 
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and to make the transportation absolutely safe. During the year 
referred to the railroads transported 1,018,283,000 passengers; 
that is, 2,526,757 for every one passenger killed and 61,539 for every 
one passenger injured. It is interesting to know that in the same 
year 299 companies, operating 120,901 miles, carried 409,808,488 
passengers without a single death in a train accident. The record 
for 1914 will probably be even better. 

During the year ending June 30, 1913, there were 569 employees 
killed and 7,051 injured in train accidents. The balance of the 
3,715 killed and 171,417 injured were killed or injured in coupling 
accidents, by obstructions overhead or at the side of the track, 
by falls from cars and engines, and in little accidents, most of which 
could have been prevented by the injured man or his co-worker 
in less time than it takes to make a report of the accident. 
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It is perhaps not improper at this point to call attention to 
the fact that of the 35,000 workmen killed and the 2,000,000 
injured every year in carrying on the industries of this country 
(one killed every sixteen minutes of every hour of every day 
in the year, and four injured every minute of every hour in the 
day), only one-tenth of the killed and one-sixteenth of the injured 
are railway employees; the other nine-tenths and fifteen-sixteenths 
are killed and injured in the mines, factories, mills, shops, stores, 
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This diagram shows the causes of This diagram shows the causes of 
accidents in which employees were accidents in which employees were 
killed while on duty during the year injured while on duty during the year 
ending December 31, 1913. ending December 31, 1913. 


and other industries. And of the railroad employees killed and 
injured, 414, or 11 per cent of the killed, and 113,620, or 66 per cent 
of the injured, are killed or injured in the shops, stations, round- 
houses, and on the tracks, in accidents not involving train opera- 
tion, or in the non-hazardous part of the work. These are classified 
by the Interstate Commerce Commission as Industrial Accidents. 

On the North Western Railway during the last three years 
8.4 per cent of the employees killed, or one in every twelve, were 
killed in collisions and derailments, commonly called train accidents; 
91.6 per cent, or eleven out of every twelve, were killed in little 
accidents; 2.2 per cent of the employees injured, or one out of 
every forty-five, were injured in train accidents, and 97.8 per cent, 
or forty-four out of every forty-five, were injured in little accidents, 
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preventable by a minimum expense of time and effort. If we can 
wipe out the little accidents we shall go a long way toward achieving 
our end of accident elimination. 

Of the 10,964 persons killed on the railroads, 5,558—over one- 
half of the total—were trespassers, and of the 6,310 trespassers 
injured nearly every one had a serious permanent disabling injury, 
such as the loss of a leg or arm. Fifteen times as many trespassers 
as passengers were killed, and twenty-eight times as many as 
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walking on railroad tracks and flipping on cars in the United States. 


passengers killed in train accidents. During the past twenty-four 
years there have been in the United States 108,009 persons killed 
and 117,257 persons injured walking on railroad tracks or flipping 
on cars. Of these, 149,163, or 66 per cent, were citizens of the 
locality in which the accident occurred and mainly wage-earners; 
31,049, Or 14 per cent, were children under eighteen years of age; 
45,054, or 20 per cent, were tramps and hoboes. The blame for 
such accidents lies in our lack of laws penalizing trespassing on 
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the tracks and cars and in our neglect to enforce the laws we have. 
It is, I believe, a conservative statement to say that it would cost 
the states, counties, and municipalities less to enact and enforce 
trespass laws than it does to pick up and bury the dead, hold in- 
quests on the bodies, and care for the cripples. 

The public directs severe criticism against the railroads each 
time a passenger is killed, though the road has done its best to 
avoid the accident by the construction of the finest sort of roadbed, 
by the equipment of trains and tracks with every known kind of 
safety appliance and device, and by the employment of only 
experienced crews. But the death of a man, woman, or child 
walking the track produces only a feeble protest and no conscious- 
ness on the part of the public of self-blame, although the public, 
through the state, has done absolutely nothing to protect the man 
from endangering his life by walking on the tracks. We claim as 
a nation an extreme sensibility to the sacredness of human life, 
but we have let 5,558 persons be killed in a single year from causes 
we have done nothing to remove. Undoubtedly the figures for 
the succeeding years will be as large until stringent and effective 
state and national laws against trespassing are passed and enforced. 

The accidents at highway crossings during the year ending 
June 30, 1913, resulted in 1,125 deaths and 3,080 injured. These 
accidents, especially automobile accidents, are unfortunately 
becoming more frequent and more serious every year, and yet 
nearly every one of the automobile accidents could have been 
avoided by the exercise of a little care on the part of the driver. 
All he has to do is to stop, look, and listen before crossing the track; 
the pedestrian needs only to take the same frecautions. It is 
an easy thing for either of them to stop and there is no danger 
connected with it, as there sometimes is to the driver of a team 
whose horses may be frightened by the approaching train. The 
railroads do not pretend that they are never at fault when highway 
accidents occur; the companies know that their men are human 
and make mistakes, that sometimes they neglect to give warning 
of the approach of a train, exceed the speed limit, or fail to do the 
things required of them by laws and rules. Nevertheless it must 
be said that bells, flagmen, signs, and gates seem to have but little 
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effect in preventing this class of accidents, because the warnings 
are so recklessly disregarded. Observations made in three different 
parts of the country showed that less than 5 per cent of the pedes- 
trians or people driving automobiles or other vehicles stopped to 
look and listen before crossing the tracks at highways. Some day, 
perhaps, the law will require people to stop before crossing; such 
a law, if enforced, would practically end this class of accidents. 

For the last few years railroads have been making a scientific 
study of accident-prevention and they have turned to every phase 
of railroad construction, equipment, and operation. They com- 
menced with the men, as the men, and not the engines, cars, tracks, 
or machines, are the important part of the railroad. Every man, 
therefore, that enters the engine, track, or switching service—and 
many of the others—is required to pass a physical examination to 
determine whether or not he has normal vision, hearing, color 
perception, and is physically able to perform the duties of the posi- 
tion for which he is applying. The North Western Railway 
inaugurated this plan some twenty years ago. 

The roads have put in very generally either automatic signals 
or manual block signals for the protection of trains, and surprise 
tests have been made to see if the signa:s are observed; at railroad 
crossings interlocking plants have been installed. Highway 
crossings in cities and villages and frequently in the open country 
are protected by gates, flagmen, or electric bells, sometimes by 
more than one device. At obscure and diagonal crossings in the 
country additional danger signs are being erected to warn travelers 
on the highway that they are approaching a railroad. 

All locomotives, cars, tools, and machinery are designed to do 
their work not only efficiently but safely; all gearing and dangerous 
places are covered or guarded. Cars used for the transportation of 
passengers are now constructed of steel; they have automatic 
couplers, air brakes, vestibule platforms; they are lighted by gas 
or electricity, and are made as safe and comfortable as possible. 
Engines also have air brakes and electric headlights. Tracks, 
bridges, and buildings are being constructed of the best and heaviest 
material, so as to be able to stand any strain or weight. Tracks 
are being elevated or depressed at many places, thereby eliminating 
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grade crossings and substituting crossings under or over the track; 
at many places where this is not practicable bridges or viaducts 
are built over the tracks. Many other things have been done 
and are being done, for safety methods are being constantly 
studied and safety devices perfected. 

For all practical purposes the only accidents that can now be 
materially reduced on the railways without the assistance of the 
public are those resulting in the death or injury to employees, and 
during the past four years great efforts have been made to accom- 
plish something in this direction. Enthusiastic co-operation on the 
part of the men and the managements have crowned these efforts 
with remarkable success. The movement bringing about that 
result is now generally known as “Safety First,”’ and it stands for: 

The conservation of human life 

The making of safety men as well as safety things 

The elimination of the chance-taker 

Greater safety and regularity 
The conservation of man’s most precious possessions—life and 
limb—must be looked on as of infinitely greater importance than 
the conservation of our water power, our land, timber, minerals, 
or coal. 

The management of the Chicago and North Western Railway 
recognized, perhaps earlier than most other employers of labor, the 
great suffering caused by avoidable accidents resulting in death 
and injury to its men, its passengers, and to others. It was deter- 
mined, about four years ago, to inaugurate a movement to reduce 
such accidents, both as a matter of humanity and to increase the 
efficiency of the organization. We recognized that every time a 
capable, experienced employee was killed or injured it not only 
brought suffering and sorrow to himself and his family, but neces- 
sitated the employment of a new and inexperienced man in his 
place, thereby increasing the risk to the other men in the service 
and at the same time decreasing the efficiency of the organization, 
frequently very seriously. 

In the development of accident prevention we first sought the 
co-operation and assistance of the men from whose ranks the killed 
and injured came. It was felt that their sympathetic help could 
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be secured if they really understood the basic idea and the ultimate 
aim; and to that end the men were made the controlling factors in 
the movement. In May, 1910, we commenced work by holding 
meetings on all the divisions of the system, first of the division 
officers and foremen, and afterward of the men, where we explained 
what we intended to do and the necessity for it. We showed: 

That it was the men and not the stockholders, officers, or fore- 
men who were killed and injured. 

That it was the men and their families who would be most 
benefited by the prevention of accidents. 

That the golden rule in railroading—‘‘It is better to cause a 
delay than to cause an accident’’—should be observed. 

That it actually took less time to prevent an accident than it 
did to report one. 

That when we needed new men, if we had fewer accidents on 
our road than other lines had we should have the pick of all the 
best railroad men in the country. 

That we wanted to get rid of the careless habit and acquire 
the “‘safety’’ habit. 

That we wanted to stop making cripples, widows, and orphans. 

That the greatest risk a careful man runs is the risk of injury 
from some careless fellow-worker, and that when the careless man 
will not change his ways and try to do better he should be dismissed 
from the service. 

That every accident is a notice that something is wrong with the 
man, the plant, or the methods, and should be immediately investi- 
gated by persons in charge of the work to ascertain the cause and 
to apply the remedy. 

That if we could reduce the accidents 50 per cent the assess- 
ments for life and accident insurance which the men are paying 
ought to be reduced in the same proportion. 

Division Safety Committees were then organized on each divi- 
sion of the road, composed of the superintendent, division engineer, 
and division master mechanic, and one or more representatives 
from each class of labor, such as engineers, firemen, conductors, 
brakemen, switchmen, signal men, trackmen, station men, bridge- 
men, carmen, telegraph operators, train dispatchers, and linemen. 
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Terminal Safety Committees were organized in the large terminal 
yards, the members being yardmasters, switchmen, engineers, 
firemen, trackmen, and carmen. Shop Safety Committees were 
also organized, composed of all classes of labor employed in the 
shops, the men who were doing the work and getting hurt (not the 
bosses) being always the large majority of membership. Local 
Safety Committees, composed of a representative of each class of 
labor employed in one locality, were formed at outlying points. 
These committees meet once each month. The men serve not 
less than six months nor more than twelve, and they are paid for 
their time and expenses while attending the meetings. 

The Central Safety Committee was next organized, composed of 
eleven general and division officers, representing all branches of 
the service. To this central service all division, shop, terminal, 
and local committees report, and to it all changes in standards, 
rules, and customs are submitted; if approved they are referred to 
the management for adoption. All matters local to the divisions, 
shops, and terminals are disposed of by such committees without 
reference to the Central Safety Committee. 

On a railroad 8,419 miles long, running through nine states, 
it necessarily took some time and considerable work to lay the 
foundation for such an organization and to get it properly started, 
but on January 1, 1911, the work was practically completed. 
During the year 1911, the first year the system was in operation, 
5,619 different subjects were brought to the attention of the various 
committees and acted upon. During the years 1912 and 1913, 
10,159 suggestions were made by these committees, of which 
9,772 were adopted. In 1911, 1912,and 1913, 188 recommendations 
made by the different Division, Shop, Terminal, and Local Safety 
Committees for changing standards, rules, methods, or conditions 
were approved by the Central Safety Committee, adopted, and 
put into effect by the management of the company. 

Every member of the committees is furnished with a “Safety” 
button as his badge of office, and he is made to feel that in the 
meetings all men are on an equality, that each man comes there 
as a committeeman, not as officer or employee, and that all are 
full partners in the enterprise and responsible for its success. 
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Suggestions that might bring about greater safety and efficiency 
in operation have been encouraged and even solicited. Postal 
cards were furnished to the members of the committees and tu 
employees generally on which immediate notice could be given 
to the chairmen of committees of dangerous conditions and prac- 
tices; this permitted prompt action without waiting for the meet- 
ing of the committee. Meetings have been held at various points 
on the system to which the general public have been invited, 
for the purpose of interesting them in the safety movement. The 
company has also prepared and sent to all the school and muni- 
cipal authorities along its lines what is known as a trespass circular, 
fully illustrated, calling attention to the great number of men, 
women, and children killed or injured while trespassing on the 
railroad tracks. It has been hoped that the school authorities 
would in turn instruct the children and thereby prevent some of 
these unnecessary accidents. 

After the work was well under way it was decided to award 
a banner to the division having the fewest accidents in proportion 
to the number of employees and the train mileage. In 1910 the 
Central Safety Committee awarded this banner to the Sioux City 
Division, in 1911 and 1913 to the Wisconsin Division, and in 1912 
to the East Iowa Division. Safety rules for employees engaged 
in the shops and on the tracks were prepared by the Central Com- 
mittee, printed in many languages, and furnished to every em- 
ployee in these departments. 

There are now about 913 officers and men serving on these com- 
mittees. Surely 913 pairs of eyes, trained to look for defective 
conditions and practices, can do more than the eyes of one officer 
or fifty officers, and the results that have been attained during 
the fifty-two months of the safety organization’s existence (during 
which time the earnings and mileage of the company have in- 
creased) show a gratifying improvement in the following particu- 
lars: removal of obstructions in yards, station platforms, shops, 
and roundhouses; installation of additional light to secure better 
working conditions; erection of railings at dangerous places; the 
covering of gearing, belts, and moving parts of machines; the 
blocking of frogs and guard rails; abolition of dangerous practices 
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and customs; improved inspection of cars, engines, and machines, 
which has meant both greater safety and increased efficiency. 

A marked reduction has also been shown in the accident record, 
if we compare the actual number of accidents that have occurred 
in the last fifty-two months with the number that would have 
occurred in that time on the basis of the record for the year ending 
June 30, 1910, the last year prior to the organization of the safety 
committees. In the following statistics every accident is counted 
where the injured person lost more than one day’s time: 


| Number Percentage 





Decrease in the number of employees killed........... 162 34.3 
Decrease in the number of employees injured......... 9,931 26.5 
Decrease in the number of passengers injured.......... 814 20.5 
Decrease in the number of outsiders killed............ 200 | 19.1 
Decrease in the number of outsiders injured........... 206 7.7 





This not only means that in the last fifty-two months, we have 
had 360 fewer reports of people killed and 10,951 fewer reports of 
people injured than we would have had during the period on the 
basis of the earlier record, but it means that 360 times we were 
saved the call of the priest and the undertaker, that 360 times 
perhaps was the making of widows and orphans prevented and 
sorrow and destitution warded off; it means that 10,951 fewer 
men were injured, many of whom would have been permanently 
disabled; that just that many times we were saved the call of the 
doctor. By preventing the death or injury of 10,093 members of 
our own railroad family we avoided just that many times increasing 
the risk to other employees, to our passengers, and our patrons 
which the substitution of green men for experienced men would 
have entailed; and just that many times did we avoid decreasing 
the efficiency of our organization. This result has been obtained 
because we have learned that accidents are not inevitable, as we had 
commenced to believe, but can be prevented by care and fore- 
thought. The success of the work has incited seventy-six other 
railroads, with a length of 197,505 miles, to adopt the North 
Western Safety First organization, or one very similar to it. 
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Every year about fifteen hundred North Western men serve 
on these safety committees and so become more or less imbued with 
the idea that safety must be first. Eventually we hope to have 
every permanent employee on the road serve as safety committee- 
man. We believe that this must certainly bring about a higher 
regard for life and limb and far greater safety and regularity in 
operation. Once or twice each year the chairman of the Central 
Safety Committee and as many of the members of that committee 
as possible visit each Division, Shop, and Terminal Committee, 
spend a day or two with them, attend their meetings, take part in 
the transaction of the committee’s business, and do everything 
possible to keep up the interest and enthusiasm of the men. 

The actual value of the ‘Safety First” movement in dollars 
and cents may be interesting to know. The average cost of rail- 
road accidents in this part of the country is $113.93 per case; 
each accident prevented, then, means a saving of $113.93. In 
the fifty-two months of our organization’s work on the North 
Western Railway, that road, with an increase of 450 miles in length 
and from 1o to 12 per cent in earnings, has had 11,311 fewer acci- 
dents. That means a saving of $1,288,662.23. When the move- 
ment started the number of accidents was increasing by leaps and 
bounds; now it is decreasing. But ‘‘Safety First’? was started 
to save lives, to increase the safety and regularity of operation, 
to improve working conditions, to create better feeling between 
the officers and men, and, incidentally, to save dollars. How much 
it has done to increase safety and regularity of operation and better 
feeling no one can tell, but everyone agrees that it is much. The 
Interstate Commerce Commission in its 1912 Report has this to 
say: 

Great possibilities in the direction of a solution of the problem of accident 
prevention lie in the so-called Safety Committees which have been organized 
on many roads. These committees are composed of officers and employees 
who co-operate in striving to eliminate accidents due to failure of men properly 
to perform their duties. By making “Safety First’ the dominant idea in the 
minds of employees, and continually pointing out methods for its attainment, 
an important step in the right direction is taken. 


R. C. RICHARDS 
Cuicaco, ILL. 
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VALUATION AND IMPROVEMENTS MADE FROM EARNINGS 


In connection with all recent discussions of railroad problems, there 
has been much controversy over the question, “Shall improvements made 
from earnings be capitalized or included in valuation?” The answer to 
this question depends to a degree upon the belief which is held regarding 
the ownership of net earnings above a so-called reasonable return on the 
capital directly invested and any property acquired therewith. On this 
subject diverse views are held. 

Regulating bodies have expressed themselves generally as believing 
that the title legally is in the company. Modifications of this view are 
advanced to the effect that the public has an equitable interest in the 
surplus earnings invested in the property from which it may derive bene- 
fits through lower rates for the service rendered, through better service, 
or in other ways. 

Judicial determination of this important question is not as conclusive 
as could be desired. The available decisions bearing upon the subject 
indicate the court’s feeling that net earnings and property derived there- 
from are owned by the stockholders. 

The railroads believe they have undoubted title to all the property 
which they possess without regard to the source from which it was pro- 
duced. This belief carries with it the opinion that all net earnings belong 
to the stockholders. 

Public opinion has been expressed to the effect that all earnings above 
a reasonable return belong to the public and that property acquired from 
such excess earnings is similarly circumstanced. 

The several viewpoints have been reviewed to assist in a clearer 
understanding of the discussion which follows and the conclusions to 
which it leads, which are those of the investment banker. 

It is safe to say that the majority of successful businesses have, in 
large part, been built from earnings which have been retained in the 
business. It is a well-recognized commercial principle, to which bankers 
fully subscribe, that only a portion of the profits should be distributed in 
cash to the proprietors of a business. The balance should be retained 
to increase working capital, or, in part at least, to provide additions to 
plant and inventory. These undistributed profits appearing first as a 
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capital liability, under some such appropriate heading as “ Undivided 
Profits” or “Surplus,” are later, in part, converted into capital stock 
which is distributed as a stock dividend to the stockholders, or sold for 
cash and the proceeds of the sale distributed in like manner. If the 
surplus which is capitalized is derived entirely from earnings, and if a 
liberal amount is retained in the surplus account to meet unforeseen 
contingencies, this method of building a business and issuing evidences 
of its growth to the proprietors has full sanction as being conservative 
and proper. 

The foregoing remarks apply to businesses the profits of which are 
regulated by general conditions, by the competition which they meet, 
and by the efficiency of their operation. The same regulators of profit 
apply to the business of selling transportation, and in addition the rail- 
roads have for some time had their money-making and other functions 
regulated by the Interstate Commerce Commission and numerous state 
commissions. This regulation has benefited the railroads through the 
restriction of rebates, passes, and other unprofitable and undesirable 
competitive methods, but it has nearly always seemed to be the assump- 
tion of regulating bodies that profits should therefore be restrained, if 
possible in the accumulation, and if that were not accomplished then in 
the distribution thereof to the stockholders. That the people must own 
the railroads if they are to carry regulation beyond certain limits may 
be stated as a fact, resting upon the sound conclusion that the properties 
of the railroads belong to the capital from which they were created. 

Notwithstanding the public character of the business of the railroads 
and the regulation to which they are subjected, the same sound business 
principles should be observed in the conduct of their affairs as would 
apply to any private corporate activity. It is prudent for railroads to 
distribute in cash to their stockholders only a portion of their profits, 
retaining the balance in the form of surplus or undivided profits and 
investing it in improvements, extensions, or working capital. If this 
course is pursued an amount of property will be acquired equal to the 
undistributed profits. Clearly the same kind of title to this property is 
in the company for the stockholders as that which would be held if the 
property had been obtained from the proceeds of bonds, notes, or capital 
stock. 

It therefore follows that the earnings from which this property was 
created are also the property of the stockholders, even though such earn- 
ings may be considered as in excess of a reasonable return on the invest- 
ment. Regulation may recognize this capacity for excessive earnings 
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and seek to limit future earnings to a reasonable return, but it should 
not be permitted to take away from the stockholders the earnings of the 
past. If such a retroactive policy were possible, barikers would be slow 
to underwrite and investors would hesitate to buy securities which were 
in part protected by the investment of surplus earnings in property the 
title to which is insecure. Much has been said in the past two or three 
years regarding the increasing disinclination on the part of the investor 
to buy railroad stocks. The result has been a preponderance of railroad 
bonds and notes until a situation now exists with many railroads in 
which the debts are out of proportion to the capital and surplus. If the 
common stocks of railroads are to continue attractive as an investment, 
buyers must be assured of an average return above that which may be 
obtained from mortgage obligations. An attractive return can best be 
provided through the annual payment of a moderate cash dividend, and 
the further distribution from time to time of additional dividends, prefer- 
ably in stock which has been obtained from the capitalization of a portion 
of the surplus earnings invested in the property. 

The advocates of a proprietary public interest in railroads’ surpluses 
have a number of serious difficulties to overcome before they reach firm 
ground. Their assertion that the earnings in excess of a reasonable 
return are the property of the public immediately provokes the questions: 
“What is a reasonable return?’’ and “Who are the public?” No 
standard has been created, nor is one likely to be, by which a reasonable 
return may be ascertained. Also, the public is held variously to mean 
the government, the shippers who contributed the surplus, the future 
buyers of transportation (whose rates will be lower as a result of the 
existence of the surplus), and the people generally who may obtain a 
share in the surplus through heavy railroad taxation. 

If this theory of public interest in the surplus is sustained, stock- 
holders will be disposed to distribute all earnings in the form of cash 
dividends. Surpluses will become meager and dividends irregular. 
Improvements will be dependent upon the ability to market securities 
to obtain funds to pay for them. During much of the past two years 
the securities market has been of comparatively small proportions and 
improvements have been difficult to finance. The outlook for the future 
is not encouraging. 

In this discussion net earnings and their ownership and disposition 
have been given the most attention because upon a correct understand- 
ing of that phase of the subject will depend the opinion regarding 
valuation. The investment banker ascertains among other things the 
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amount and value of the property owned by a public service company, 
and the relation between that value and the amount of securities out- 
standing, in forming an opinion as to the soundness of the company’s 
securities. It is not material to him that the property was in part 
acquired from the investment of net earnings, except as that indicates 
the conservative policy of the owners. The important facts are the 
value of the property and the quality of the company’s title to it. If, as 
has been herein asserted, net earnings and property acquired with them 
are exclusively the company’s, then the property so obtained should be 
included in valuation made for any purpose. If the stockholders prefer 
to reinvest the profits in the business and do so by leaving them there as 
surplus, rather than to take them out in cash dividends and put them 
back again as the purchase price of securities, the resulting additions to 
the company’s property are identical as to ownership, sale value, and 
value for rate-making purposes. These conclusions seem inevitable. 

There are so many collateral phases which have a bearing on the 
matter under discussion that it would be difficult to exhaust the subject 
in a paper of reasonable length. It is hoped that the arguments advanced 
adequately support the conclusions reached, which may be summarized 
as follows: (1) That net earnings are the property of the stockholders, 
and, therefore, property acquired with net earnings is likewise the prop- 
erty of the stockholders; (2) that it is better to invest a portion of the 
earnings in improvements, and subsequently capitalize them after a 
liberal surplus has been created, than to pay out all nct earnings in cash 
dividends and sell securities to provide funds for all improvements; 
(3) that valuation has to do with the property owned and not the source 
from which funds to acquire it were obtained; and (4) therefore, property 
obtained from net earnings should be included in a valuation for any 
purpose. 


ALBERT W. BULLARD 
Curcaco, ILL. 


A RECENT ENGLISH CASE ON WOMEN AND THE LEGAL 
PROFESSION 


Those concerned with improving the situation of gainfully employed 
women hold two objects constantly in view. The one, more appealing, 
more concrete, more constantly inviting exertion, is the effort to obtain 
efficient and adequate protection for the great mass of untrained and 
unskilled girls and women who offer their services under conditions of 
real disadvantage in the labor market. The other object is that of 
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opening up new opportunities for employment for women, and particu- 
larly for employment requiring training and offering a career. The 
reasons for these efforts are, briefly, that, at one end of the scale of social 
and economic well-being, the weakness of women as bargainers works 
itself out obviously in wage bargains which reduce the workers below 
the level of physical and social efficiency; and that these women whose 
need of protection is so obvious suffer perhaps chiefly from the same 
influence which affects the women of the well-to-do group, namely, 
serious limitation of opportunity for employment. Miss Abbott' has 
pointed out that the position of the industrial women altered little 
in this respect during the nineteenth century. During the last thirty 
years, the opportunities as salesgirls, as bookkeepers and accountants, 
stenographers and telephone operators have offered new opportunities 
which made possible the employment of thousands of women in what 
have been termed routine mental occupations. In some cases, as in 
salesmanship, these occupations require practically no training and 
length of experience means very slight increase in pay.? In some, as in 
stenography and bookkeeping, training in a business course is essential 
and there are some positions offering, with length of experience, increas- 
ingly ample rewards, as in the case of women who act as court reporters, 
but they rarely appeal to the type of women corresponding to the men 
who enter the professions or attain leading positions in “big business.” 
If women of favorable social position and those who are reasonably 
well-to-do could go readily into such occupations as occupy the men of 
their group two things would happen. In the first place, less favorably 
situated women would work their way up as poor boys work their way up, 
from less favorable occupations into the professions or into good business 
positions; in the second place, the general attitude toward women’s 
employment could be more rapidly altered, so that at many points at 
which the question of women’s employment arises and is now determined 
by prejudice or by ancient practice and voit, the decision might be 
rendered according to considerations of euiciency. It is therefore of 
greatest importance that all legal barriers to the employment of women 
be removed as rapidly as possible. After the legal barriers are down 
spiritual barriers can be gradually removed; but the general habit of 
thought with reference to any occupation hitherto closed will remain 
unaltered so long as it is legally impossible for women to enter that 


* Edith Abbott, Women in Industry, chap. iii. 


2 61st Cong., 2d sess., Senate Document No. 645, Woman and Child Wage Earners, 
Vol. V. 
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occupation and to prove or disprove their fitness to pursue it. On this 
account the admission of women to the legal profession has an interest 
greater than would be suggested by the number of women who have 
been admitted to the practice before the courts of the country. To be 
sure, the importance of opening up a new occupation is not the only 
significance of this development, important as it may be. Much of the 
work of women lawyers is inconspicuous work done as relatively suc- 
cessful lawyers, but many are doing a special service in the direction of 
socializing the administration of justice; they are handling for the poor or 
less well-to-do the domestic cases in which a great mass of misery is 
involved for women and children; they are preparing briefs on legal 
questions involved in public issues which are often argued ostensibly by 
public officials. In one court? an “assistant to the judge of the Juvenile 
Court”’ hears and decides the cases of the delinquent girls. But whether 
or not they are adding this peculiar value to their services, each one 
who manages to keep her professional head above water gives promise 
of a time when women who wish to use their powers and earn their 
living will not find the way so narrow or the struggle so difficult as at 
present. 

The opportunity for women to practice law has been secured variously 
in different states. In some states, as in Kentucky, the highest court of 
the state has suffered women to submit to the tests required by law of appli- 
cants for admission to the bar. This has meant the opening of a new 
avenue of employment and interest to women without either litigation or 
legislation. In some states, as in Indiana,’ women applicants have been 
at first denied and then, on pushing their claim by the appropriate 
process to the highest court, have been admitted. This has meant liti- 
gation but not legislation. In other states, as in Illinois, the courts have 
denied at every point the right of the women without legislative grant 
to be admitted to a profession which they have never before entered. 
The result of such a decision* has been either a legislative act, as in 
Illinois,’ providing that sex shall be no barrier to employment in any 
occupation or profession, or an amendment to the constitution, as in 
California,® to the same effect. 


* The Census reports 75 women lawyers in 1880; 208 in 1890; 1,010 in 1900; 
1,343 in 1910. They were found in 1910 in all the states except Idaho, New Hampshire 
and North Carolina. See Thirteenth Census of Occupations, pp. 55, 93- 

2 Cook County, Illinois. 3 Re Leach, 134 Ind. 66s. 

4 Bradwell v. The State, 55 Ill. 535. 

5 Illinois Revised Statutes, chap. 48, sec. 3. 

6 Constitution of California, Art. 30, sec. 18. 
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In some states the courts have denied the application of women and 
it has been difficult to secure the appropriate legislation. This is the 
situation which confronts British women who have been trying for the 
past fourteen years to obtain admission to this profession from which they 
are shut out simply by the ancient negative, “women have never done 
it.” It is interesting to notice thai lack of ability is never urged as a 
reason for excluding them, and indeed in the face of the brilliant pleading 
done by many women who have argued their own cases in demanding 
the ballot' and by the militants in defending themselves against criminal 
charges, such reasons could not be alleged. 

In the light of a case recently decided and reported in the Canadian 
Law Times? it is interesting to recall two other efforts which have been 
made, likewise without avail, on the part of British girls. In 1900 
Margaret Hall,3 a Scottish girl, applied to the Board of Examiners of the 
Society of Law Agents to be admitted to examination for admission to 
their society. This society, under the statute,‘ regulates the admission 
to the practice of law in Scotland. The statute in referring to appli- 
cants for admission used the word “person,” and Miss Hall, calling 
attention to the fact that, under the Factory acts, the term “inspector” 
was interpreted as including both sexes so that women inspectors had 
been allowed to conduct complaints arising from violations of that act 


without special authorization, based her claim to admission to practice 
generally on the ground that she came under the statutory term, person. 
On the refusal of the law agents, she appealed the case to the highest 
court which denied her claim on the ground of “inveterate usage” only. 

In 1903, Miss Bertha Cave applied to the Benchers of Gray’s Inn for 
admission to the examinations held under their auspices; that is, she 
applied for permission to qualify as a barrister.‘ 


* Chorlton v. Ling, L.R. 4 C.P. 374 (1868); Nairn v. St. Andrews, 1909, 
L.R.A.C. 147. 

21913 W.N. 355. C.A. Canadian Law Times, July, 1914. 

3 Hall v. Incorporated Society of Law Agents, Court of Sessions Cases, Fifth Series, 
III, 1059. 

4L.R., 13 and 14, Vict. C. 21; L.R., 36 and 37, Vict. C. 63. 

SIn the Law Journal for March 28, 1903 (XXXVIII, 152, 164), her intention 
to apply was commented on. The editors of the Journal in somewhat flippant tones 
admit that ‘‘there are appropriate spheres of activities for women, as, for example, 
medicine, since women can properly care for sick women, but law is not among these 
proper spheres of activity. . . . . And since the administration of justice is a matter 
of national concern and the admission of women would lessen the fierceness of the 
struggle in which the opposing counsel attempted to protect the interest of their 
respective clients, the admission of women would certainly damage the profession.’’ 
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Attention should be called to the conditions under which a person 
becomes a “barrister.” The four Inns of Court, i.e., Lincoln’s Inn, 
Queen’s Temple, Middle Temple, and Gray’s Inn, private unincorporated 
societies, consisting of three groups of members, Benchers (the governing 
body), Barristers (the general members,) and Students, have authority 
by ancient custom to determine the conditions of admission to their own 
group, and thus to the practice of the profession. Their powers and 
their relation to the court are thus described by the Earl of Halsbury in 
his monumental treatise on the Laws of England." 


“The right of practising as counsel in England is reserved to barristers, that 
is, to those who have been ‘called to the bar’ by one or other of the four Inns of 
Court. The Inns of Court are the societies of Lincoln’s Inn, the Inner Temple, 
the Middle Temple, and Gray’s Inn; they are voluntary unincorporated socie- 
ties of equal rank and status, independent of the State, which have each a 
similar constitution, and are bound by the same rules; they are outside the 
jurisdiction of the courts, but are subject to the visitatorial jurisdiction of the 
Judges. These societies have existed from very ancient times; they seem 
originally to have been associations of the apprentices (apprenticii ad legem), 
a name which is found in use at the end of the thirteenth century to denote those 
legal practitioners who were not serjeants-at-law (servientes ad legem), but 
from whose ranks the serjeants were chosen Of these Inns the prin- 
cipal were the four Inns or Houses of Court which still remain 
these Inns the apprentices lived a semi-collegiate life, and were subject to a 
common system of education, discipline, and government After being 
“usually in commons,” and “keeping the case”’ in hall, and performing a com- 
petent number of moots in the house to which he belonged, and in one of the 
Inns of Chancery, the member, when of seven years’ standing from admission, 
could be called to the utter bar. 

“The possession of the degree of barrister was recognized by the judges as a 
necessary qualification without which no one could practice as an advocate 
in the courts, and thus the benchers became the sole authority by which the 
position of advocates in the courts could be conferred or taken away. All 
power which they have in this respect is said to be delegated to them from the 
judges.” 


The situation with reference to admission to a public profession 
seems incredible to the student who expects decisions of such general 
concern to be based on unprejudiced judgment. The power to decide 
rests in this case with a voluntary society composed of those persons 
probably least able in all the world to judge after an unbiased fashion 
concerning the claims of women, namely, members of an exclusive 


IT, 389 f. 
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group whose history as a group dates from “ancient times,” whose 
members preserve the most ancient ideas concerning the sphere of women. 

The Benchers of Gray’s Inn quite naturally then denied Miss Cave’s 
application, which was appealed finally to a committee of seven justices 
sitting in the House of Lords, under the chairmanship of the Lord 
Chancellor, who, in private proceedings, lasting not more than five 
minutes during which Miss Cave made her own appeal, confirmed the 
decision of the Benchers and denied her application. 

In 1913, a third effort was made. This time, a Miss Bebb applied 
for admission to the Society of Solicitors, an incorporated society," 
which, under a statute, enacted in 1843 with later amendments, regu- 
lates admission to practice as a solicitor. Her application was denied 
because of her sex and she brought action, claiming, as Miss Hall had 
claimed before the Scotland Court, that she was a “person” under the 
act.2 Her argument was to the effect that (1) negative usage alone 
should not prevail in the light of changed circumstances which make 
possible preparation not available at early periods; (2) that there was 
sufficient affirmative ancient usage tu justify her claim, since Queen 
Eleanor had acted as Keeper of the Great Seal in 1253, a woman had 
held the office of Second High Constable in 1569, and women had held 
such public positions as sexton, overseer of the poor, and governor of a 
workhouse. Miss Bebb’s claims were, however, denied by both lower and 


tL.R., 6 and 7, Vict. C. 73. 

2“TT. And be it enacted, That from and after the passing of this Act no person 
shall act as Attorney or Solicitor, or as such Attorney or Solicitor sue out any Writ 
or Process, or commence, carry on, solicit, or defend any Action, Suit, or other Pro- 
ceeding, in the Name of any other Person or in his own Name, in her Majesty’s High 
Court . . . . unless such Person shall have been previously to the passing of this 
Act admitted and enrolled and otherwise duly qualified to act as an Attorney or 
Solicitor under or by virtue of the Laws now in force, or unless such Person shall 
after the passing of this Act be Attorney or Solicitor, pursuant to the Directions and 
Regulations of this Act, and unless such Person shall continue to be so duly qualified 
and on the Roll at the Time of his acting in the Capacity of an Attorney or Solicitor as 
aforesaid. 

“TIT. And be it enacted, That, except as herein-after mentioned, no Person shall, 
from and after the Passing of this Act, be capable of being admitted and enrolled as 
an Attorney or Solicitor, unless such Person shall have been bound by Contract in 
Writing to serve as Clerk for and during the Term of Five Years to a practising 
Attorney or Solicitor in England or Wales, and shall have duly served under such 
Contract and for and during the said Term of Five Years, and also unless such Person 
shall, after the Expiration of the said Term of Five Years, have been examined and 
sworn in the Manner herein-after directed; Provided always, that any Person who 
now is or shall hereafter by bound of Contract ... .” 
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upper courts on the ground of ancient usage and on the authority of a 
passage in the Mirror of Justices quoted quite incidentally by Coke. 

It may be that Parliament will give recognition to the patriotic and 
devoted way in which women are throwing themselves into the services 
incident to the war emergency and will remove by legislation these 
and other professional limitations which have retarded the economic 
advancement of women and have been the occasion of great injustice 


and of resulting bitterness. 
SOPHONISBA P. BRECKINRIDGE 


UNIVERSITY OF CHICAGO 


WASHINGTON NOTES 


THE NEW 5 PER CENT RATE DECISION 


In handing down a decision in the 5 per cent rate case on Decem- 
ber 18, the Interstate Commerce Commission largely reverses the earlier 
decision rendered in July last by permitting the flat 5 per cent increase 
asked by the roads to be granted in so far as it applies to the great mass 
of commodities. Those to which it does not apply are, for the most part, 
the heavier products, such as coal, which are, however, the staple of 
the freight of certain roads. The advance in income to be derived 


from the decision is therefore not nearly so much as it would have been 
had the increase not been restricted by excepting so large a percentage 
of the heavy freight of the roads. Estimates indicate that the gross 
increase in freight revenue granted by the decision will amount to 
$30,000,000 annually; the amount which the roads had hoped to get 
through a general 5 per cent increase was estimated at $50,000,000 
when their case was first presented to the Commission. It appears 
that the attitude of the Commission has materially altered, and the 
explanation given for this change is that new conditions arising 
out of the European war have developed. Not only are the roads 
obliged to meet higher expenses and pay higher wages, but they must 
also bear the greater expenses of providing capital under the more diffi- 
cult conditions existing in the market at the present time, owing to the 
destruction of wealth in Europe and the consequently higher rates of 
interest which will inevitably prevail in all financial markets. It was 
consequently deemed right to grant the roads increased revenue to 
enable them to carry these burdens. The decision of the Commission 
is surprising for it was quite generally felt at the time of the last 
hearings before that bedy that the roads had not succeeded in strength- 
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ening the case presented by them last April on the basis of which their 
original application was refused. The salient features of the Com- 
mission’s decision on this matter are as follows: 


While we differ as to the relative importance to be attached to the various 
considerations presented, we agree in the conclusion that, by virtue of the 
conditions obtaining at present, it is necessary that the carriers’ revenues be 
supplemented by increases throughout official classification territory. What- 
ever the consequences of the war may prove to be, we must recognize the fact 
that it exists, the fact that it is a calamity without precedent, and the fact that 
by it the commerce of the world has been disarranged and thrown into con- 
fusion. The means of transportation are fundamental and indispensable 
agencies in our industrial life and for the common weal should be kept abreast 
of public requirements. 

The original report, besides approving a rate increase in central freight 
association territory, suggested 10 sources of additional revenue for all carriers 
throughout official classification territory; the present report, recognizing the 
existence of a new situation since July 29, acquiesces in a territorial exten- 
sion of the relief granted to the central freight association lines by permitting 
the carriers to file tariffs providing, with certain exceptions specified herein, 
for horizontal rate increases in official classification territory. It is expected 
that the constructive work suggested in the original report for the purpose of 
conserving and augmenting the net revenues of the carriers generally will be 
carried forward without interruption. 

Carriers will be required to keep an account of the additions to their 
revenues from increases in rates subsequent to July 29, 1914, and from new 
charges, and to report separately thereon to the Commission at the end of 
12 and 24 months, respectively. 


In speaking of the extent of the advances to be granted, the Com- 
mission says: 


For various reasons we shall except from the proposed increase the following 
rates: 

1. Rail-lake-and-rail, lake-and-rail, and rail-and-lake rates. It is shown 
on the record that since the rail carriers acquired ownership and control of 
the lake lines successive increases have been made in the rates via lake tending 
to lessen the differences between them and the all-rail rates. 

2. Rates on bituminous coal and coke. Not long since these rates were 
investigated and maximum rates were prescribed by the Commission. The 
key rates upon bituminous coal—the rate from the Pittsburgh district to 
Youngstown, and the rate on lake cargo coal to Ashtabula—have been fixed 
in the light of the various factors which enter into the transportation of such 
coal. The prevailing rates are remunerative, and the financial condition of 
the principal bituminous-coal carriers is in marked contrast with that of many 
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of the other carriers in official classification territory. Twice in the not-distant 
past the rates on bituminous coal have been increased 5 cents 2 ton, and would 
seem now to be as high as may fairly be allowed. It must be remembered 
also that the carriers are not seeking general increases in rates on anthracite 
coal, and both kinds of coal are used in competitive markets. As to coke, the 
rates controlling the greater volume of traffic now moving in official classi- 
fication territory have recently been set by the Commission upon a basis 
which was specifically designed to guard against shrinking the carriers’ revenue 
therefrom, and which really resulted in substantial additions to their earnings 
on that traffic. 

3. Rates on anthracite coal and iron ore, largely because they are before 
us for review in other proceedings. 

4. Rates held by unexpired orders of the Commission. 

In our original report we declined, for reasons there stated, to allow 
increased rates in central freight association territory on cement, starch, brick, 
tile, clay, and plaster. On further consideration, in the light of the existing 
situation, these rates may be increased throughout official classification terri- 
tory under the limitations herein set forth. 

Joint rates between official classification territory, on the one hand, and 
southeastern territory, the southwest, and points on or east of the Missouri 
River, on the other, may be increased not to exceed 5 per cent of the division 
of the rate accruing to the carriers in official classification territory. If these 
increases involve a change in the relationship under the long-and-short-haul 
rule between intermediate points and more distant points outside of official 
classification territory relief from the fourth section of the act must first be 
secured on regular application. 

Interstate rates to and from New England from and to points in trunk 
line or central freight association territory, where necessary to preserve estab- 
lished relationships between points or ports in New England and points or 
ports in trunk line territory, may be increased not to exceed 5 per cent. 

Subject to the maintenance of the established Atlantic port differentials 
rates to and from New York may be increased not to exceed 5 per cent, and 
rates to and from Portland, Boston, Philadelphia, and Baltimore may be 
increased to the extent necessary to maintain said differentials. 

Except as otherwise above specified rates in official classification territory 
may be increased by not more than 5 per cent; but rates increased since 
July 29, 1914, may not now be again increased so as to exceed those then in 
effect by an aggregate of more than 5 per cent of the intraterritorial rate, or of 
the portion or division of the intraterritorial rate, or of the portion or division 
of the interterritorial rate accruing to the road or roads in official classification 
territory, as the case may be. 

If fractions in excess of one-half a mill are rounded upward, fractions less 
than one-half a mill are to be discarded. 

In some instances, and in part because of the pendency of this proceeding, 
we have recently suspended proposed increased rates in this territory. Car- 
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riers may, if they so elect, now cancel such tariffs so suspended and file in lieu 
thereof tariffs which conform to the limitations above specified. If that is 
done such suspensions will be vacated. 

To the extent above indicated we now modify our previous finding and 
carriers affected may file, effective on not less than 10 days’ notice, such tariffs 
as do not offend against the restrictions above stated. 


THE FEDERAL RESERVE BOARD AS A GOVERNMENT BODY 


In answer to questions from Secretary of the Treasury McAdoo the 
Department of Justice has rendered an opinion, under date of December 
18, as to the status of the Federal Reserve Board that is likely to be of 
large importance. In brief the Attorney-General holds that the Board, 
while a government body subject to audit as are other bodies of like 
character, is independent of the Treasury. Secretary McAdoo had 
asked (a) whether accounts of moneys derived from the semiannual 
assessment to be levied on federal reserve banks by the Federal Reserve 
Board are subject to audit by one of the auditors of the Treasury 
Department, and (6) what was the status of the Federal Reserve Board, 
particularly with reference to the Treasury Department. 

The Attorney-General in his opinion adduces much technical evi- 
dence and precedent to show what constitutes an officer or body of 
such officers “public” in the legal sense of that word, and finally rests 
his case largely upon the character of the moneys received by the Board 
for its operations and the methods in accordance with which it is required 
to carry on its disbursements. This leads to the conclusion that the 
members of the Board are public officers, hence subject to general govern- 
mental control instead of being, as some have thought, a quasi-private 
organization not subject to public law and not under the control of 
public auditing officers. The opinion is not, of course, of the torce of 
a court decision, but will govern until superseded either by a different 
opinion or by some court action reversing it in whole or in part, should 
there ever be such. 

In dealing with the public-money question, the Attorney-General 
says: 

I am of opinion that moneys received by the Federal Reserve Board, 
under section 10 of the act of December 23, 1913, are “public moneys” within 
the meaning of these auditing statutes, for the following reasons, among 
others: 

1. The assessments are levied ky a board whose members in respect to 
appointment, tenure, duties, and compensation meet all requirements of the 
definition “public officers”’ and “officers of the United States.” 
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2. The assessments are levied by such officers pursuant to the provision 
of a federal statute and are devoted to the payment of official salaries and the 
expenses of this official board. 

3. These moneys after collection are no longer the property of the paying 
banks, and must be viewed as moneys belonging to the United States, and 
therefore public moneys as defined by the Supreme Court of the United States. 

4. Other provisions of the Federal Reserve act (secs. 11-c and 16), deal- 
ing with interest charges, taxes, and penalties, can only be satisfied by deposit 
in the Treasury of the levies, taxes, and penalties so imposed, and there seems 
to be no logical ground for distinction between such assessments and the ones 
in question. The idea of necessary public control is also strengthened by the 
requirements of Rev. Stat. sec. 3639. 

The moneys received by the Federal Reserve Board under sec. 10 of the 
act of December 23, 1913, being thus, in my opinion, public moneys and con- 
sequently subject to audit by one of the auditors of the Treasury Department, 
the question is then directly presented under whicn paragraph of the act of 
July 31, 1894, supra, the audit is to be made. This involves the further 
question on which you have asked my opinion: namely, whether the Federal 
Reserve Board is an independent board, commission, or Government estab- 
lishment or whether it is a bureau, office, or division or otherwise a part of the 
Treasury Department. 


In dealing with the broader question of the position of the Board 


the opinion further says: 


That the Federal Reserve Board is a “board” or “establishment” of the 
government within the meaning and intent of those words as used in the fifth 
paragraph of sec. 7 of the act of July 31, 1894, is plain from the provisions of 
the Federal Reserve act and the explanation of the status of the Board con- 
tained in the reports accompanying the original bills in Congress. 

Consideration of the history of the Federal Reserve Bank act, of the 
general scheme of the whole act, of the functions to be performed by the Federal 
Reserve Board and of the method of their performance, leads me to the clear 
opinion that the Board is an independent board or government establishment. 

The Federal Reserve Board is not merely a supervisory, but is a distinctly 
administrative board with extensive [general] powers, . . . . [and] specific 
grants of authority to exercise about forty other powers. Moreover, in sub- 
division (i) of sec. 11 the all-embracing requirement appears that “said Board 
shall perform the duties, functions, or service specified in this act, and make 
all rules and regulations necessary to enable said Board effectively to perform 
the same. 

The act, further, contains no express provision that the Federal Reserve 
Board shall be considered as a bureau, division, or office of the Treasury 
Department—a significant omission in view of the fact that Congress had 
under consideration a bureau of that department when in sec. 16 it amended 
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the Revised Statutes relative to that “bureau” of which the Comptroller 
of the Currency was the “chief officer.” . . . 


The precise relationship between the Treasury and the Board is set 
forth as follows: 

The most significant change made in H.R. 7837 by the act as passed 
was the insertion, in sec. 10 of the act, of the following clause: 

“Nothing in this act contained shall be construed as taking away any 
powers heretofore vested by law in the Secretary of the Treasury which relate 
to the supervision, management, and control of the Treasury Department and 
bureaus under such department, and wherever any power vested by this act 
in the Federal Reserve Board or the federal reserve agent appears to conflict 
with the powers of the Secretary of the Treasury, such powers shall be exer- 
cised subject to the supervision and control of the Secretary.”’ 

It is evident that, while the purpose of this clause was, amongst other 
things, to insure the preservation and supremacy of all existing powers of the 
Secretary of the Treasury in all cases where it might be claimed that such 
powers overlapped, or conflicted with those of the Federal Reserve Board, 
nevertheless by this very provision the act clearly recognized the existence 
of powers of the Board independent of the Secretary in cases where no such 
conflict existed. 


OPERATION OF THE NEW BANKS 


Considerable attention has ten attracted by the circumstance that 
the federal reserve banks are not increasing in business, and on the 
strength of this fact there are heard many assertions to the effect that 
the new banking system is not succeeding. It is true that there has been 
a decline in the total volume of discounting—never very large—which 
has been done by the banks. As is shown by the consolidated state- 
ment issued a month after the official opening, cash resources had fallen 
off slightly and there had been a decrease of about $2,000,000 in dis- 
counts since the highest point was reached a short time ago. Notes 
are not increasing materially in volume, and there is a lack of demand 
for the resources of the institutions which to many seems to indicate 
that they are supernumeraries in the banking world. In order to under- 
stand the real nature of the situation at the reserve banks it must be 
recalled that ever since last summer a process of liquidation has been 
going on and that business, despite improvement, is still decidedly slack 
in most parts of the country. The opening of the new banks was 
opposed by many thoughtful bankers in the belief that it would intensify 
the demand for cash, and so render the credit situation more difficult. 
When, therefore, the banks were opened, there was a distinct effort on 
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the part of the Reserve Board to induce the institutions to pay their 
reserves in cash; and, so far as possible, in gold. This was done, the 
resources coming chiefly out of the banks’ own vaults, so that there was 
little disturbance of the general situation. Having thus taken from the 
banks their underlying stock of cash, it was fundamentally important 
to protect this cash so far as prudence dictated, and the prospects seemed 
to require a conservative policy. It was consequently necessary so to 
shape policies as to safeguard the future and to insure continued reten- 
tion of the means of giving relief in case of need. 

To conserve the reserve stock thus acquired two methods have been 
resorted to: (1) the maintenance of a rate of discount slightly in advance 
of commercial rates; (2) the limitation of dealings to selected types of 
commercial paper. Rates of discount have been fixed as follows: 
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On the other hand the Board early enjoined on the banks the follow- 
ing principles: 

a) That no bill be admitted to rediscount by federal reserve banks the 
proceeds of which have been or are to be applied to permanent investment. 

b) That maturities of discounted bills be well distributed. It is the well- 
established practice of European reserve banks to invest only in obligations 
maturing within a short time. It is a general rule not to purchase paper 
having more than go days to run. The maturities of these notes and bills 
are there so well distributed as to enable those banks within a short time to 
strengthen their hold on the general money market by collecting at maturity 
or by reinvesting at a higher rate a very substantial proportion of their assets. 
Acting on this principle, the federal reserve banks should be in position to 
liquidate, whenever such a course is necessary, substantially one-third of all 
their investments within a period of 30 days. Departure from this principle 
will endanger the safety of the system. It is observance of this principle that 
affords justification for permitting member banks to count balances with 
federal reserve banks as the equivalent of cash reserves. 
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c) That bills be essentially self-liquidating. Safety requires, not only 
that bills held by the federal reserve banks should be of short and well- 
distributed maturities, but, in addition, should be of such character that it is 
reasonably certain that they can be collected when they mature. They ought 
to be essentially “‘self-liquidating,”’ or, in other words, should represent in 
every case some distinct step or stage in the productive or distributive process— 
the progression of goods from producer to consumer. The more nearly these 
steps approach the final consumer, the smaller will be the amount involved 
in each transaction as represented by the bill, and the more automatically 
self-liquidating will be its character. 


Rates of discount have been lowered since the opening to 5 per cent 
for short-time maturities, but the Federal Reserve Board and the gov- 
ernors of the federal reserve banks are prepared, it is understood, to see 
a further decrease of investments in discounts in some districts, for the 
present, at least, in view of the great ease of money now prevailing, 
particularly in the eastern market. Those in charge of the operation 
of the banks are plainly alive to the fact that they would be misunder- 
standing the function of federal reserve banks if in times of abundance 
they should try to force investments, and that they must not be governed 
by any desire to secure too early profits from the federal reserve banks, 
but must rather act from the viewpoint of what is best for the general 
situation. 











BOOK REVIEWS AND NOTICES 


The Instinct of Workmanship. By THORSTEIN B. VEBLEN. New 
York: MacMillan, 1914. 8vo, pp. 355. $2.00. 


Professor Thorstein Veblen holds a peculiar place among American 
economists. Coming early to the standpoint of modern evolutionary 
science, he has centered his whole attention upon those phenomena of 
institutional growth and change which orthodox economists have left 
on one side in order to study the fabled notions of the hedonistic man. 
Wherefore he has been a thorn in the flesh to his pre-Darwinian col- 
leagues and an inspiration to those who would make of economics a 
modern science. 

His latest work takes direct issue with an ancient and fundamental 
postulate of orthodox economics—that “aversion to labor’ which was 
one of the two or three human traits allowed to the “economic man”’ 
by John Stuart Mill,* and which is the basis of labor-pain-cost theories 
of value. Professor Veblen pointed out some years ago that mankind 
is, on the contrary, endowed with a native “aversion to futility,” a 
“propensity to useful effort,” or an “instinct of workmanship,” and that 
the “aversion to labor,” which economists have been wont to regard as a 
primordial trait of human nature, is in fact a by-product of that insti- 
tutional development which has created private property and a con- 
spicuously leisured class.? This thesis he has now elaborated, tracing in 
outline the fortunes of this native propensity to useful effort as it has 
affected and been affected by the course of cultural growth. 

The “instinct of workmanship,” in Professor Veblen’s conception, 
is not any one “combination of reflexes, responding in a determinate way 
to definite stimuli; but is, rather, an innately organized predisposition 
toward serviceable effort—serviceable with respect to ends which other 
instinctive dispositions make worth while.‘ Like other instincts, that 


* Essays on Some Unsettled Questions of Political Economy, 2d ed., pp. 137, 138. 
2“*The Instinct of Workmanship and the Irksomeness of Labor,” American 

Journal of Sociology, 1V, 187-201; The Theory of the Leisure Class, pp. 15-16, 93, 176- 
3 Cf. Parmalee, The Science of Human Behavior, p. 226. 


4If it be conceded that hereditary human nature does comprise organized dis- 
positions of a “higher” or more complex kind than those which are resolvable into 
simple reflexes—and so much is conceded even by Dr. Parmalee (Joc. cit., pp. 245 ff., on 
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of workmanship also is adaptive, which is to say modifiable by habit, and 
so becomes the basis of institutions. The propensity in question is in 
this way the institutional taproot of technology as well as much of that 
matter-of-fact knowledge which underlies technology and which consti- 
tutes the most substantial achievement of mankind. 

During the prolonged savagery of the race, when a high degree of 
group solidarity was indispensable to survival, the instinct of workman- 
ship and the parental bent with which it is crossed and colored, received 
a bias favorable to the community’s fulness of life. In the predatory 
culture which succeeded savagery, workmanship and parenthood were 
contaminated by emulation and the habit of invidious comparison so that 
serviceability came to be rated in terms of individual advantage. The 
same bent has been confirmed, albeit with lessened force and an altered 
direction, by the régime of private property and competition. But 
the ancient bias for the generically useful has never been wholly lost. 
Waste and social disserviceability still offend common-sense; self-seeking 
still finds it worth while to simulate altruism. 

To students of economics, the interest of the present work will center 
in chaps. vi and vii, treating, respectively, of the era of handicraft and 
the machine industry. Chap. vii enlarges upon a thesis already stated 
in The Theory of Business Enterprise. The instinctive dispositions are 
adaptive, but the margin of toleration within which adaptation is feasible 
is much narrower than the possible variations of institutions. This 
margin of toleration appears already to be approached by the machine- 
made civilization of our time. The machine technology and the dis- 
passionate sweep of mechanical causation which it presupposes are 
alien to the spiritual nature of man, formed by the discipline of untold 
generations which knew not the machine. Hence much of the prevalent 
discontent and cultural instability. The closing chapter also touches 
upon that persuasive view of capitalistic exploitation which was set 
forth more in length in the articles upon the “Nature of Capital.’’? 

The Instinct of Workmanship is complementary to much of Pro- 
fessor Veblen’s earlier work. The standpoint and the method of analysis 


“‘general innate tendencies’’)—then the quarrel between those who employ the term 
“‘instinct” in its wider and more popular sense and those who would restrict it to a 
neurological connotation, becomes a terminological matter. See critical note, The 
Instinct of Workmanship, p. 23. 

Dr. Parmalee has, curiously enough, confused Professor Veblen’s “instinct of 
workmanship” with the motives to (pecuniarily) gainful effort, which latter are mainly 
of conventional, rather than congenital, derivation (loc. cit. p. 252). 


* Quarterly Journal of Economics, XXIII, 104. 
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are essentially the same as in The Theory of the Leisure Class, though still 
larger use is made of psychological and ethnological material. The style 
is not so brilliant as that of the last-mentioned work; there are no such 
memorable phrases as “conspicuous waste,” “pecuniary emulation,”’ 
or “invidious distinction,” and there is distinctly less of that veiled 
satire of which the author is so great a master. The subject-matter also 
is less novel in that the main concept’1s, though not their detailed 
working out, are familiar to readers of Professor Veblen’s earlier books 
and articles. But the bringing together and working out of these con- 
ceptions constitute a substantial contribution to the understanding cf 


the material civilization by and under which we live. 
E. H. Downey 


Mapison, WIs. 

General Economic History of the Dominion, 1867-1912. By Oscar 
D. SKELTON. Toronto: Publishers’ Association of Canada, 
Ltd., 1913. ¢to, pp. 95-274. 

This book is a reprint of a portion of one volume of a twenty-two 
volume set entitled Canada and Its Provinces, a work which plans to 
cover the history of the Canadian people, including their economic, 
social, and politica] institutions. It is prepared under the editorial 
direction of Adam Shortt and A. G. Doughty who have enlisted the aid 
of a hundred different contributors. The plans indicate that two 
volumes of the work are given to the industrial development of the 
Dominion, but nearly all of the other volumes devote at least some 
attention to that phase of Canadian history. Since the problems of 
currency, banking, public finance, and transportation are covered in 
other sections of this particular part, the section before us is devoted 
to the remaining field of general economic history since the organi- 
zation of the Dominion. 

In the introductory chapter, while summarizing the conditions and 
outlook in 1867, the author emphasizes the point that in Canada the 
individual has played a less dominant part in shaping the industrial 
development of the country than in the United States. “Questions of 
state policy, foreign and domestic, have possessed special significance 
in the upbuilding of Canada” (p. 96). Partly for this reason the 
changes in party régime in 1878, 1896, and 1911 have been accepted as 
dividing points for the periods into which the history has been grouped. 

In the first period, from 1867 to 1878, though the great need was for 
men, the population of the Dominion increased but slowly, many of the 
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native born as well as the immigrants moving on into the United States. 
Transportation to the West was not available; agriculture was in a 
transitional stage; dairying and fruit farming were being slowly intro- 
duced. Manufactures developed gradually under a low protective 
tariff, inherited from the previous period, and suffered from the lack 
of a broad market and the general depression which followed after the 
panic of 1873. These difficulties, combined with the need for revenue 
and the hostile tariff attitude of the United States, furthered the move- 
ment which led to the adoption of the national policy under the Con- 
servative régime which came into power in the following period. 

The first few years after 1878 brought a marked expansion and great 
industrial activity. The Canadian Pacific Railroad was soon finished 
and the rush to the West began in earnest. The prices of agricultural 
products were high, foreign trade expanded rapidly, and these things, 
together with the increased tariff duties and the adoption of the bounty 
system, helped to stimulate an advance in manufacturing. But before 
the middle of the decade this advance was seriously checked and from 
then on to the end of the period progress was very slow. The western 
boom collapsed; migration to the United States still continued to be a 
serious drain; the prices of agricultural products tended steadily down- 
ward; and both agriculture and manufactures had to contend with the 
problems of readjustment to a widening market, better methods, and 
a more nearly national economy. These difficulties helped the reaction 
against the protectionist movement, which reached its height about 
1890, and led to a demand for lower duties, reciprocity, and a com- 
mercial union with the United States. On the wave of this discontent 
the Liberals returned to power. 

Scarcely had that party taken up the reins of government before 
conditions changed and the country entered upon a period of expansion 
and prosperity unequaled in its history. The rapid extension of the rail- 
roads, furthered by government aid, opened up the Northwest. An 
active immigration policy was adopted. Moreover, the best lands in 
the United States being then occupied, that country lost one of its chief 
attractions and the tide of migration even turned in the opposite direc- 
tion, large numbers of Americans flocking to Canada. Mineral resources 
and water power were rapidly developed; agriculture, manufactures, 
mining, and foreign commerce all shared in the wonderful prosperity, 
the fisheries alone remaining backward. This growth was also furthered 
by the abundant inflow of foreign capital, one result being that the 
excess of imports over exports, which before 1897 had generally been 
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small in amount, now became much more marked. By this time Canada 
had secured full control of her commercial relations with other countries. 
While the Liberals made some reductions in duties the general level was 
not appreciably altered and the day when the bounty system was to 
expire was still further postponed. At the same time British and 
colonial preferences were extensively introduced. And so when the 
United States, which had so long assumed an attitude of indifference 
toward Canadian proposals for freer trade, changed its policy and in the 
reciprocity treaty of 1911 made advances to Canada, it found that 
country, flushed with its growing sense of power and self-sufficiency, far 
less anxious for such an arrangement than before, and the Liberal party 
that favored it, on an appeal to the people, went down to defeat. Thus 
the third period was brought to an end. 

With the paucity of investigations now available in this field the 
writing of a general industrial history of Canada is bound to be an 
extremely difficult task, and the author deserves much praise for having 
made a very admirable genera! survey. There is evidence of a firm 
grasp of the dominant forces at work, though their influence might be 
more emphasized and further analyzed. In some respects the presen- 
tation has been made to suffer because of the general character of the 
work. The treatment in other sections of the subjects of public finance, 
banking and currency, and railroads means the omission in this account 
of much that is significant for a full understanding of the different 
periods. As the work is obviously designed to meet the wants of the 
general reader rather than the highly specialized student of economics, 
the latter will miss the references, bibliography, much dry statistical 
material, and other details which obviously would hardly fit in to the 
purposes of this work. He gains, on the other hand, by securing a con- 
densed, well-written, and interesting narrative which is at the same time 


scholarly in character. 
CHESTER W. WRIGHT 
UNIVERSITY OF CHICAGO 


British Budgets, 1887-88 to 1912-13. By BERNARD MALLET. 
London: Macmillan, 1914. 8vo, pp. xxiv+151. $3.25 net. 
The author’s purpose in writing this book was to give a convenient 
summary of the financial measures of recent years in England. As Mr. 
Buxton in his Finance and Politics took up the history of the English 
budgets where Sir Stafford Northcote left off in his Twenty Years of 
Financial Policy, so Mr. Mallet begins where Mr. Buxton ended. The 
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period covered is from 1887 through 1913. After reading the book one 
lays it down with a strange feeling over the coincidence that the year 
chosen to close this history of the budgets preceded the year that will 
doubtless be the darkest not only in British but in all modern European 
financial history. 

The book has three parts. Part I consists of summarized accounts 
of the budget speeches and of the discussions which followed. There 
is little that is original in this part of the book, though the author, by his 
selection and emphasis of the same subjects in each budget and by his 
brief critical comments, secures a continuity of interest and presents 
in a readable way what might otherwise be tedious. 

The favorite subjects of Mr. Mallet appear to be the reduction of 
the public debt and the rivalry between direct and indirect taxation. 
He regards the “old sinking fund” as equivalent to a war reserve and 
he condemns the practice of diverting it which was begun by Mr. Goschen. 
Mr. Gladstone and his successors also are criticized for not making 
greater reductions of the national debt during the latter years of the 
nineteenth century when wealth was increasing prodigiously and peace 
prevailed. The tendency to resort more and more to direct taxation 
is frequently noted by the author, but he says that after all taxation in 
England is not laid in accordance with any scientific knowledge of its 
incidence upon the different classes of taxpayers. The knowledge of the 
incidence of indirect taxation which the voters have received, however, 
is one of the marked results of recent fiscal discussion, and Mr. Mallet 
thinks it may be productive of some inconvenience to framers of budgets 
in the future. 

Part II is made up of budget tables, with one table for each of the 
twenty-six budgets. These present conveniently the changes proposed, 
the estimates of revenue, and the results—whether a deficit or a surplus, 
and the amount. Footnotes call attention to changes in the receipts 
and expenditures and explain them in a concise manner. 

Part III consists of tables of comparative statistics and notes, and 
this is the most original part of the book. The tables represent some 
original arrangement of the statistics of revenues, expenditures, debt, etc., 
while the notes are observations on these statistics and on fiscal ques- 
tions. The statistics are imperial, except those of local indebtedness 
‘ and of payments to the local taxation accounts. Growth of military 
expenditures is featured in separate tables. The tables are valuable 
because they present in a convezent compass the most significant 
financial statistics of Great Britaja since 1887. In the notes the author 
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presents the difficulties of a scientific classification of actual receipts, 
and he wisely refrains from attempting one. 

Among expenditures those for education, old-age pensions, labor 
exchanges, and the like are classified under the term “social services.’ 
Actual and estimated amounts of national wealth and income are given 
in order that the reader may draw his own conclusions as to whether or 
not expenditures are becoming more burdensome. Mr. Mallet believes a 
larger proportion of the national income is taken now by taxation than 
was taken in 1888, and he estimates that local and imperial taxation 
take about 18 per cent of the national income. But the rates of direct 
taxation are not so high, in his opinion, as to impair the desire or capacity 
for accumulation, though he is uncertain on the point of the effect of this 
taxation upon the financial reserves upon which dependence must be 
placed in future emergencies. “Time alone can answer,” he says, little 
knowing that the time of test was not more than a year distant. In 
discussing the proposal to tax directly the incomes of the wage-earning 
class as a substitute for consumption taxes, the author, though opposed 
to the proposal, makes the interesting suggestion that the method of 
insurance contributions, that is, payments by the employers, may 
throw light on the machinery for collection. 

Mr. Mallet’s work proves him to be an expert in statistics; his con- 
clusions are carefully drawn, and his book is a valuable addition to the 


literature of public finance. 
EpmunD T. MILLER 
UNIVERSITY OF TEXAS 


The Development of Banking in Illinois, 1817-1863. By GEORGE 
Witt1raM Dowrie. Urbana: University of Illinois, 1913. 
8vo, pp. 181. $0.90. 

This monograph is based upon an exhaustive study of the Illinois 
sources of banking history. It contains much of the available data 
concerning state banks in Illinois during the period considered; and 
these data are summarized in an interesting manner. Separate chap- 
ters discuss monetary conditions prior to 1817; the territorial banks 
(1817-20); banking a state monopoly (1821-31); banking and internal 
improvements (1835-43); and the free bank system (1851-66). 

The author describes the beginnings of banking in the territory of 
Illinois in his second chapter. These territorial banks are shown, by their 
statements, to have been established primarily in order to secure United 
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S1. ‘cs deposits, and secondarily for the purpose of issuing note currency, 
but 9 per cent of the loanable funds of these banks was provided 
| cmant individual deposits. 

The third chapter, dealing with the period 1821-31, is an account 
of the experience of the state with a state-owned monopoly of banking. 
It is probably the best account, in American financial literature, of an 
unsuccessful experiment with government ownership and operation of a 
bank exercising all banking functions. In this case, the state established 
branches where local clamor was most insistent; the capital was secured 
by an issue of $300,000 of interest-bearing currency notes; heavy loans 
were made to legislators and bank officers, and were followed by state 
laws relieving bank debtors; depreciation reached 30 cents on the dollar; 
and final liquidation in 1833 exhibited a net monetary loss to the state 
of over $400,000, not including injuries to debtors and creditors, dis- 
turbance of the continuity of business, and the impairment of state 
credit. This miserable failure of the state bank did not deter the legis- 
lature from trying a similar experiment a few years later. 

The fourth chapter describes the state banks formed in 1835. These 
are shown to have been initiated with private capital and private manage- 
ment, while the state reserved merely the right to subscribe for an 
increased capital. The demand for internal improvements at state 
expense led, however, to the exercise of this right of subscription as 
early as 1837. It was planned to ultilize the difference between the bank 
dividends, estimated at 9 per cent, and the bond interest that would be 
incurred in securing the bank stock, estimated at 6 per cent, in meeting 
interest payments upon other bonds, the proceeds of which were to be 
used for improvement purposes. The banks underwrote these bonds, 
and because of the panic of 1837 were compelled to hold most of them 
unliquidated. Subsequent events indicate that this proved to be a 
very expensive method of taxing the banking franchise and that it 
encouraged increased liberality in appropriating for improvements 
because of erroneous estimates of prospective banking profits. 

The facts presented by the author clearly indicate that the popular 
disavowal of state ownership of banks, as shown in the new constitution 
adopted in 1847, was well founded in experience; and that the Free 
Banking Act passed in 1851 was an advance upon its predecessors. He 
concludes, in the fifth chapter, that the bond deposit security method 
inaugurated by this act was unsatisfactory. “No system of note 
issue could be termed successful in which the holders of notes in the great 
majority of cases were compelled to resort to the cumbersome process 
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of protest and sale of securities in order to exchange them for specie” 
(p. 158). 

The indirect methods used in 1817 and 1821 to make bank notes 
legal tender and to evade the constitutional prohibition upon state 
issues of bills of credit are described (pp. 12, 30). Causes for deprecia- 
tion in 1821-25 are stated, with emphasis upon the lack of specie redemp- 
tion (p. 32). Appreciation is noted in 1825-26 while the aggregate 
volume of currency in use was being increased (pp. 41-42). An index 
and a satisfactory bibliography are provided. The preface contains an 
excellent summary of “the regular sequence”’ of events in each of “the 
distinct cycles” of early Illinois banking (p. 5). 

A few minor errors, or cases of very loose statement, need to be 
corrected. When notes are described as “on a par with gold”’ (pp. 31, 
42) and “at a parity with gold” (p. 32) during the years 1821-25 and 
1830, the fact is overlooked that silver alone was in circulation during 
these years. And a statement that “the state was borrowing at the rate 
of 200 per cent interest” (p. 41) by paying out its warrants as depreciated 
currency assumes a combination of facts not altogether self-evident in 
the nature or description given of these warrants. That “the price of 
eastern exchange in terms of Illinois paper was never less than 2 per 
cent” (p. 150) was evidently intended as a statement of the premium. 

The work evidences the author’s high regard for historical accuracy 
and complete statement of the documentary facts; but it suffers from a 
lack of adequate interpretation such as one would expect, coming, as it 
does, from the hand of an economist. The reality of the narrative and 
the value of the interpretation would have improved considerably by 
some reference to the changes in the number and character of the popu- 
la.ion as these affected monetary needs or banking practice. More 
effort should have been put forth to discover the sources of many of the 
banking ideas adopted, and to estimate the adequacy and efficiency of 
the banking facilities provided relative to the needs of contemporary 
business and the state of economic knowledge. However, such a 
concise summary of the mere facts constitutes one of the many valuable 
foundation stones which must first be prepared before we shall be able 
to have a comprehensive and thoroughgoing history of the evolution of 
banking ideas and institutions in the United States. The monograph 
accomplishes the author’s evident purpose—an accurate statement of 
the essential documentary facts. 

J. F. EBERSOLE 


UNIVERSITY OF MINNESOTA 
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The United States Federal Internal Tax History from 1861 to 1871. 
By Harry Epwin SmirH. Boston: Houghton Mifflin Co., 
1914. 8vo, pp. xix+357. $1.50. 

The United States Federal Internal Tax History from 1861 to 1871 was 
awarded the Hart, Schaffner, and Marx prize, Class A, 1912. The book 
is divided into twelve chapters and an appendix. The latter contains 
statistical data for the whole period and a complete bibliography. A 
serviceable index is also found in this book. Typographically and in 
general make-up the book is all that can be desired. 

In what follows it is not the reviewer’s intention to be unduly 
critical, but after reading rather carefully this, in very many respects, 
admirable treatise, the following characterization seems appropriate. 

The concluding and summary chapter characterizes the dominant 
theory under which the taxes discussed were imposed as “that of diffu- 
sion,”’ and the desire to tax luxuries more heavily than necessaries. The 
conviction is also expressed that although the administration of the 
several laws is open to severe criticism from the points of view of business 
organization, and, in some instances, of official integrity, on the whole 
there was steady improvement, and in general “it is remarkable with 
what success these laws were put into execution’’(p. 288). Moreover, 
attention is called to the favorable attitude shown by the public during 
the Civil War toward a tax rather than a loan policy, particularly after it 
was established that the war would not be of short duration. 

These features, emphasized in the last few pages of the last chapter, 
“Administration,” are not, however, descriptive of the treatment in 
general. The book is in no sense an interpretative study either of tax 
policy, of tax administration, or of tax theory, but rather a compendium 
in which are chronicled the origin, development, and steps in the enact- 
ment of internal revenue tax laws, and the revenue decisions necessary 
for their administration. Neither industry nor space has been spared 
in the author’s endeavor to enumerate and to fix chronologically the 
position of each detail from the inception of a tax bill to its final passage 
asalaw. As aresult of this method, we are supplied with a book marked 
at every stage by unquestionable industry and painstaking thoroughness 
but, unfortunately, most uninteresting. There is a marked absence of 
clear distinction between the vital and the non-vital, if not the trivial, 
and the usual criteria of subsequent treatment and summarization do 
not furnish the necessary means for discrimination. Detailed stages 
in the development of bills, afterward defeated and seemingly in no 
sense essential to laws subsequently enacted, are recorded with the 
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same care and completeness as the bills which finally were administered. 
The same criticism may be extended in large part to the treatment of 
the decisions of the Internal Revenue Commissioners. Instances typical 
of the treatment of both topics are found on pp. 117, 131-32; 89 and 
155, respectively. 

There are some evidences that the author himself is cognizant 
of the above limitations, since the treatment of many of the chapters is 
closed by a short summary paragraph of interpretative matter, but this 
is for the most part clearly foreign, not only to the facts detailed in the 
chapters but also to the character of the treatment itself. These sum- 
maries impress one as having been introduced partly in an attempt to 
vitalize the treatment of the details and partly in response to the feeling 
that interest after all is not in the law itself nor in the steps traversed to 
become a law, but in it as a tangible expression of a financial policy 
or of a political and economic philosophy or program. In the form in 
which they appear, however, they are a disturbing element in what other- 
wise is a consistent and clearly marked method of procedure, i.e., detail- 
ing the steps by which legislative proposals were introduced, defeated, 
or accepted, outlining the chief decisions of the Internal Revenue Com- 
missioners, commenting on the revenues collected, and adding a brief 
summary. 

As a history of the legislative steps through which the internal taxes 
from 1861 to 1871 passed, together with the additions, alterations, and 
subtractions made in the laws, this book is undoubtedly a substantial 
contribution. It bears unmistakable evidence of remarkable diligence 
and thoroughness. Reliance is placed almost solely on the best sources 
of information and full references are given for the material contributed. 
The most important bibliographical source is the Congressional Globe, 
and the references most frequently noticed are the various Reports of 
Commissioner David A. Wells. 

A conspicuous and valuable feature is the appendix, which is devoted 
to tabular summaries of the revenues from the various taxes of the period, 
changes in the rates imposed, and the bases to which they apply through- 
out the period. To the reviewer it seems to be regrettable that much of 
the detail which makes up the two hundred and ninety-one pages of 
text was not placed in notes and appendices and more attention given 
to an interpretative analysis of the period from the viewpoints of financial 
plan and policy, tax theory, and administration. There seems excellent 
opportunity for such a study of this period of financial pressure and 
recourse to a multitude of tax sources. Horace SECRIST 


NORTHWESTERN UNIVERSITY 
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The Financial History of New York State from 1789 to 1912. 
(Columbia University Studies in History, Economics, and 
Public Law, Vol. LVII, No. 2.) By Don C. Sowers. New 
York: Longmans, Green & Co., 1914. 8vo, pp. 346. $2.50. 


After devoting the two introductory chapters of this book to eco- 
nomic and political factors, the author discusses, in order, public lands, 
the banking system, internal improvements, revenues, expenditures, and 
the management and character of state funds. Statistical tables are 
provided in an appendix. 

The author purposes to treat of the methods of raising revenue, 
the objects of expenditure, and financial management (p. 9), yet chap. 
iv, which is an account of early bank regulation, based upon Chaddock’s 
History of the Safety Fund Banking System, contains little which falls 
within his plan. Its brief statement of the management of the bank 
fund might better have been treated in the chapters dealing specifically 
with the state funds (chaps, 10, 11); and such general (and inconclu- 
sive) discussions of the proper extent of state functions as appear on pp. 
113 and 287-91 will seem to many readers out of place in a financial 
history. In the chapters on internal improvements, however, Professor 
Sowers has written interestingly and convincingly, and almost always 
with a clear perception of the financial aspects of the subject. 

The chapters on revenues are somewhat less satisfactory, although 
they supply convenient summaries of New York’s experience. The 
picture of the new tax system (since 1880) is not clear, particularly as 
regards the complicated system of corporation taxes; the merits and 
defects of recent changes in the taxation of personalty are not ade- 
quately set out, nor is the problem of the state tax illuminated by the 
author’s brief discussion (pp. 147, 148). 

Professor Sowers is more at home in the sections dealing with financial 
administration, accounts, and reports, and these parts of the book are 
perhaps the most valuable. The reader would have been spared some 
difficulty, however, had the chapter on the state funds been presented 
earlier in the narrative, or cross-references provided. The recommenda- 
tions for improvement in financial administration and accounts are quite 
to the point. The book would have been improved had the scattered 
passages condemning the management of the sinking funds and the 
policy of paying for improvements largely out of revenue been combined 
in a separate chapter, together with constructive criticism of the tech- 
nique of public borrowing as practiced in New York. 
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It is regrettable that such a work and so worthy a series should be 
marred by frequent errors, both typographical and grammatical. More- 
over, the study suffers from inadequate and inaccurate references, and 
a number of repetitions bear witness to carelessness in preparation. 
An index would have greatly increased the usefulness of the volume. 


O. C. LocKHART 
Outro STATE UNIVERSITY 


The Cutlery Trades: An Historical Essay in the Economics of Small 

Scale Production. By G. I. H. Liroyp. New York: Long- 

mans, Green & Co., 1913. 8vo, pp. xvi+493. $3.50 net. 

The purpose of this book is stated as follows (p. 306): “to trace 
the course of industrial evolution from handicraft to machine industry 
as exemplified in the cutlery trades, since this group oi industries fur- 
nishes a leading example of the continued survival of the characteristic 
features of the domestic system.” It is the outcome of an inquiry 
begun when the author was teaching economics in the University of 
Sheffield and became fascinated by the sharp contrast in the ancient 
cutlery trades and the modern heavy steel industry, the great staple 
trades of the locality. His work is a study of the cutlery trades, par- 
ticularly of England, under the several aspects of technology, its rise 
and location, its organization and its evolution, and its commercial 
development. The book is mainly retrospective. As a result of his 
survey, Professor Lioyd decides “that the great alteration in industrial 
form which we describe specifically as the Industrial Revolution must 
be regarded as a product of the nineteenth century, and that the trans- 
formation of the cutlery trades from a domestic to a factory basis is thus 
by no means so belated as a hasty review of present conditions would 
suggest.” 

The volume under review comprises 15 chapters and 16 appendices. 
It begins with a brief general study of the “slow evolution of industrial 
forms ’’—the “‘ System of Household Product,” the “ Handicraft System,”’ 
the “Domestic System,” and the “Factory System.” The author be- 
lieves the factory system is the most satisfactory and generally advanta- 
geous form. In this connection he says (p. 21): “On the whole we may 
conclude that the baiance of advantage lies emphatically with modern 
factory employment, and we may even sympathize with the conclusion 
of Ure: ‘The factory system, instead of being detrimental to the com- 
fort of the labouring population, is its greatest palladium.’” Within 29 
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pages, Professor Lloyd has outlined well the whole procession of indus- 
trial history. Processes of manufacture are next explained for the 
information of the layman, as a general knowledge of such processes is 
necessary for a proper understanding of the organization of the industry. 
There follows a chapter on the raw material and the author traces the 
steps by which iron of foreign origin was displaced from use in Great 
Britain by the domestic product. 

With chap. iv on the rise and location of the industry begins the 
study proper of the organization of the cutlery trades and the control 
under which they were conducted. The life and vicissitudes of the 
Sheffield Cutlers’ Company are dealt with in some detail, the author 
reviewing the evolution of the Company’s functions from the ancient 
powers of direct control of trade organization to the present position as a 
high authority on the problems connected with trademark administration. 
A chapter on the workers of Hallamshire is followed by a study of the 
industrial organization of the trades, earnings, and conditions of employ- 
ment and the health of the workers. A review of the early days of 
trade unionism in Sheffield, the trade outrages of the fourth, fifth, 
sixth, and seventh decades of the nineteenth century, and the sectional 
trade societies are next in succession. There is a survey of the com- 
mercial development of the Sheffield cutlery industry and an instructive 
chapter on the industry abroad. The essay is concluded with a sketch 
of the steps by which the industrial revolution has been accomplished 
in other trades. The result is to show the relative rapidity of the move- 
ment away from the domestic form of industry. 

Professor Lloyd’s book is admirable, both in plan and execution. A 
writer with somewhat more imagination and romantic bias would 
doubtless have made more of the human-interest features of the subject- 
matter and his arrangement of the volume might have been different. 
The story would have been more readable if less scientific. But the 
author’s primary aim is not to present a book for popular consumption— 
a book of general interest—so much as to make an accurate and detailed 
retrospect of the cutlery trades. The exhaustive study however is far 
from being of the dry-as-dust variety. Professor Lloyd has recognized 
the danger of over-scientific treatment of a historical subject and has 
to a considerable extent avoided it, by the insertion of a number of 
well-selected line drawings, depicting the men employed in the cutlery 
trades, their methods of work and manner of life, and by the inclusion of 
some old doggerel ditties and verses which reflect the spirit and lowly 
conditions of the workers. 
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Viewed as a scientific production, The Cutlery Trades is deserving of 
nothing but unstinted praise. The book is an able study of industrial 
history which should be in every important library, a memorial tc the 
cutlery-trade workers of the past, and a demonstration of the scholarly 


and persevering character of its author. 
S. Roy WEAVER 
ToRONTO, ONTARIO 


Natural Money. The Peaceful Solution. By JoHN RAYMOND 
Cummincs. New York: Bankers Publishing Co., 1912. 
8vo, pp. 210. $2.00. 


The volume under review presents one of the most ingenious and 
plausible schemes for an irredeemable paper money that has ever been 
advanced. For the purpose of simplicity in exposition the author 
assumes a new, small, and isolated community in which gold and silver 
are used as money. In order to develop a substantial community a 
certain amount of public work must be performed; and it is agreed that 
each citizen shall render thirty days’ public service yearly or pay the 
equivalent in money. 

Many individuals rather than perform this public service would 
prefer to hire substitutes in order to save their own time for the private 
employments in which they are particularly efficient. The payment for 
substitutes establishes a minimum common labor wage. 


In the beginning a man who desired a substitute made arrangements with 
him and notified the overseer of public works, giving the name of his substitute. 
The overseer gave the receipts accordingly to the workman, who delivered them 
to his employer and received his pay; but after a time, probably to save work 
in making the receipts, they used printed blanks requiring only the filling-in 
of the worker’s name and the overseer’s stamped signature. These each 
worker delivered to his employer [p. 22]. 


Later even this was found to be unnecessary, for it involved personal 
engagements to perform the service and subsequent settlements of each 
worker with his employer. The worker soon found that the receipts 
could be used with the grocer, butcher, merchant, etc., being acceptable 
because good in payments to the government. When, now, denomina- 
tions representing service from the fourth part of a day up to five and 
ten days were issued, it was found that a new monetary system had been 
invented. Gold and silver disappeared from circulation by finding its 
way into the public treasury and not being reissued. The certificates of 
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service performed passed current on the same basis as coin, a full-day 
certificate as two dollars. 

The specie in the treasury proved to be unnecessary as a redemption 
fund. 


These receipts pass current because, being impersonal, anyone who is 
prepared to surrender them to the amount of his services due is thereby dis- 
charged of his obligation; shows that he has rendered the service personally or 
by proxy. By surrendering them he designates for credit to his own account 
that part of public service for which the certificates were issued; and the 
certificates go back to be canceled or to be reissued in acknowledgment of 
further service [p. 31]. 


To insure the requisite amount of currency for the needs of trade, 
however, the author finds a very simple and automatic method. Fore- 
seeing that a definite number of days of labor might give either too much 
or too little currency as the case might be, he believes that it is necessary 
to command the board of public works to employ all unskilled workers 
who apply at two certificates per day; and as many skilled laborers as 
may be needed—at such compensation as is necessary to secure the 
number required. 


The way in which this plan will work to accomplish what we seek is this: 
If at any time, for any reason whatsoever, there are not enough certificates in 
circulation to meet the demands of trade, their value will rise slightly, or what 
is the same in effect, general values, prices, will fall, including the price of 
labor in private employment. This will cause an increase in the number of 
public workers and a consequent expansion of the currency. Instead of saying 
that prices would fall I think it better to say that trade would slacken, for it 
is not likely that prices would noticeably change nor that private wages in 
general would fall. Instead, it would probably be only a change from brisk to 
quiet, and laborers whose work in private employment is intermittent or irregu- 
lar would find less call from private employers, and as a result would spend more 
time in public work. If some men in private employment were laid off tempo- 
rarily they would shift to public work until the deficiency of certificates was 
made good and business became brisk again [p. 32]. 

On the other hand, if there should ever be too many certificates in circula- 
tion their value would fall slightly, or business would become more brisk at 
prevailing prices and workers would be drawn from public to private employ- 
ment (not many but a few) and cancellation by payment of taxes would bring 
about adjustment [p. 33]. 

The author carefully points out that in this shifting process it 
would be necessary for only a marginal few to transfer in order to restore 
the proper balance. 
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It is obvious from the foregoing that this writer has seen the necessity 
of limiting the quantity of paper money, and he believes that he has 
automatically solved that problem by first basing his currency on service 
performed, and then giving those who serve an unrestricted opportunity 
to work for the government or in private employment, whichever offers 
the more favorable opportunity. The retirement or contraction of any 
surplus is effected through acceptance of the certificates by the govern- 
ment in lieu of service. 

The results of this system of natural money will be the peaceful 
solution of practically all the problems of our time. Once insure con- 
stant employment to all workers at a natural wage and the solution of 
our problems follows as a matter of ocurse. 

The book is very well written and in the closing chapters is highly 
entertaining. The pictures of peaceful and happy homes, of love and 
harmony among men, and of the remarriage of Capitulus and Labora are 
beautifully drawn. 

To go into a detailed criticism of the scheme is unnecessary. For 
practical purposes it breaks down because it provides no money that 
would be acceptable in foreign trade. There is no guaranty that an 
increase in prices and the resulting stimulus to business would not prove 
so (apparently) beneficial for a time as to lead the government to double 
its rate of pay for service rendered. And finally, there is no assurance 
whatever that this surplus would be reduced. Government service 
would decline, it may be, but the currency once issued would not thus be 
reduced. It had been necessary to abolish a definite required service 
on the part of every citizen in order to make the system automatic and 
natural. This renders an effective check on inflation impossible. Finally, 
the author has not attempted to show how the system could be introduced 
and brought to supersede the present complicated monetary system. 

H. G. Movuiton 


UNIVERSITY OF CHICAGO 


Allas of Railway Trafic Maps. By WILLIAM ARTHUR SHELTON. 
Chicago: LaSalle Extension University, 1913. 21 maps. 
$3.00. 

Our present railway rate structure, a product in part of geographic 
influences and in part of past economic conditions, presents varying 
characteristics as we pass from one rate territory to another. An 
intelligent study of this complex is aided greatly by reliable maps. 
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In response to this need, Mr. William A. Shelton of LaSalle Exten- 
sion University has prepared an Ailas of Railway Traffic Maps. This 
book is one of a series of works on Interstate Commerce and Railway 
Traffic published under the auspices of LaSalle Extension University 
and is used in connection with railway courses taught in that institu- 
tion. It comprises in all twenty-one maps, five of which trace the 
boundaries of the classification, freight association, and tariff com- 
mittee territories, ten portray the rate structure within the respective 
territories, one shows the parcel-post zones, while those remaining deal 
for the most part with the routes of the leading trunk lines. Special 
emphasis is placed upon the New York percentage system, transconti- 
nental rates, east-bound rates on grain and grain products, and the 
basing-point system in the South. Some of the maps are designed for 
individual use, others must be correlated. 

The preparation of this series of maps is perhaps the first serious 
attempt that has been made in this country to portray graphically the 
rate structure in its various aspects. These maps doubtless represent 
much tedious effort expended in the careful collection and systematization 
of data necessary to their construction. They are as a rule quite clear 
and easily interpreted. Maps 9 and 10, illustrating the grouping of 
rates in the Trunk Line and New England territories for east-bound 
and west-bound rates, respectively, do not seem to exhibit the clearness 
which is characteristic of the others, but it is quite possible that they 
would be much more intelligible if examined in connection with the 
volume on Freight Rates in Official Classification Territory, published by 
the same institution, which work they are apparently designed to supple- 
ment. And, conceding the fact that they may be improved and elab- 
orated in many ways from time to time, they indeed constitute a work 
of much merit and will serve a useful purpose in the hands of students 


of transportation. 
B. WALTER KING 


WEstT VIRGINIA UNIVERSITY 





The Juvenile Court and the Community. By Tuomas D. Ettot. New 
York: Macmillan, 1914. 8vo, pp. xv+234. $1.25 net. 

The question as to the efficiency of the Juvenile Court has been widely 
discussed, and there are many who feel that its methods and policies are much 
at fault. Mr. Eliot comes forward, however, with the radical view that any 
failure of the Juvenile Court is attributable to the nature of the institution 
rather than to its administration. The whole matter is to him a problem in 
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“social economy.” He feels that historically the Juvenile Court is justified, 
and he admits that the work it does is desirable, in fact indispensable—but 
he questions whether the Juvenile Court is the institution to do it. Its func- 
tions could be performed, to his mind, by the school and the Court of Domestic 
Relations. The clinical work, employment, truancy, and recreational adjust- 
ments, indeed the specialized individual work done by the probation officer, 
might logically be handled by the school, and in fact are already so handled 
in many places. The ultimate ideal of all those who urge constructive treat- 
ment of criminals is the joining of penal and educational functions in depart- 
ments of correction and education for adults and children. The child under 
a certain age is legally under the control of its parents. The whole matter of 
control and obedience of the child is a domestic relation and should be dealt 
with in the Court of Domestic Relations. There is nothing left for the Juvenile 
Court to do, if these important functions are taken over by the school and the 
Court of Domestic Relations. Mr. Eliot does not demand an immediate 
destruction of the Juvenile Court; he recommends the slow relinquishment of 
its duties to the two agencies he has selected. His plea for co-operation among 
all the social agencies is justifiable and should be followed. There are, how- 
ever, some who believe that the Juvenile Court is the clearing-house, the adjust- 
ing center of ideas for the health, employment, recreation, and relief of the 
youth of the cities. It may be quite possible that some of the courts are 
absorbing too much of the functions of other social agencies, but such over- 
expansion is easily checked. The service of the Juvenile Court in directing 
our vision to the abuses, the needs, the maladjustments in the lives of children 
has been too great to permit of extinction. Other social agencies have been 
directed to the weak spots in our community by the investigations of the court, 
and preventive measures have been taken before other children suffered. 
Even though the executive functions of probation and legal adjudication may 
be performed by the school and th: Court of Domestic Relations, what insti- 
tution will perform this further and greater mission of the court ? 

Mr. Eliot’s statement that “no juvenile court is efficient as a community 
index’’ would seem to disprove our contention, yet he follows that statement 
with another that is of contrary import—‘“that as the Juvenile Court statistics 
improve such work may be done.” 


The Abolition of Poverty. By JacoB H. HOLLANDER. Boston: Hough- 

ton Mifflin Co., 1914. 16mo, pp. 122. $0.75 net. 

The author’s purpose in this essay is to set forth the needlessness of poverty. 
He looks upon economic want as a preventable disease, which persists only 
because society is not sufficiently desirous of achieving its abolition. The 
essential causes of poverty are definitely determinable, and thus actual and 
efficient remedies are practically possible. 

Professor Hollander’s statistics show that in practically all the great nations 
the per capita production is increasing much more rapidly than the population; 
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the total social surplus is steadily growing larger. The existence of poverty, 
then, is a problem, not of economic production, but of economic distribution, 
and in its practical aspect is simply a phase of the wage question. As a general 
proposition the theory is advanced that “for the great body of those in receipt 
of wages, an effectively organized, intelligently administered trade-unionism 
offers the surest remedy against capitalistic exploitation and social parasitism.’? 
But trade-unionism, at its best, is not sufficient to avert poverty from three 
particular classes of society: (a) the underpaid, (b) the unemployed, (c) the 
unemployable. Each of these classes requires special assistance. Chronic 
underpayment arises from the unorganizability of a certain group of wage- 
earners, from excessive profits of entrepreneurs, and from social undervaluation 
of the product. Here the state must intervene and establish minimum wage 
conditions. Unemployment, by which is meant the involuntary idleness 
of competent workmen, may be attributed to cyclical depression, seasonal 
fluctuation of demand for labor, and the tendency on the part of employers 
to build up a reserve fund of labor which will be easily available during periods 
of exceptional activity. The trouble, generally, is not due to an excess of 
labor, but rather to a lack of proper technical and territorial distribution. 
The remedies proposed are government employment bureaus, definite methods 
of decasualization (such as technical training, systematic provision of public 
work, and cheap and rapid transit between town and country), and state 
unemployment insurance. For the shiftless, or “unworthy poor,” labor 
colonies and reformatory schools should be provided. This leaves the final 
class—the unemployable or inefficient. This group is recruited largely as a 
result of industrial accidents, sickness, and old age, and the most practical 
and effectual means of relief are found in a comprehensive system of social 
insurance. 

In this work the author has, in a short space, thrown new light upon an 
old problem. And while he himself does not look upon his solution as being 
possible of immediate or easy application, he has nevertheless presented an 
argument which makes the conquest of poverty appear, to say the least, 
economically possible. 


Democracy and Race Friction. By JoHN Morratt MEcKLIN. New 
York: Macmillan, 1914. 8vo, pp. xi+273. $1.25. 

This book is a frank discussion of the racial differences which establish 
an apparently irremovable barrier between the white man and the black, 
in spite of the intimate association of these races in the past. To the solution 
of the probiem, the author applies the results of the work recently done in 
social psychology by such writers as Tarde, Baldwin, McDougall, and Ross. 
The forces which make for racial solidarity are to be found in the social heritage 
of each race. The problem of the American negro, however, is very different 
from that of the African savage. “He [the American negro] has been ruth- 
lessly torn from a semirational social order of rites and taboos which to some 
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extent acted as a check upon those instincts and impulses developed to meet 
the needs of primitive existence. As a slave he was subjected to the advanced 
civilization of the white, which he only imperfectly absorbed, since he lacked 
that freedom and personal initiative necessary for the assimilation of the forms 
and ideals of a free democracy. He received his freedom by the act of eman- 
cipation, but his brief contact with civilization was insufficient for the training 
of race instincts and impulses shaped by thousands of years spent in a totally 
different environment. This is essentially the race problem so far as the 
negro is concerned. It is the problem of the socializing and rationalizing of the 
impulses of a race” (p. 40). 

Differences of opinion founded on differences of race traits are not easily 
eradicated. The mere pronouncement of the problem is sufficient to indicate 
the impossibility of its immediate solution. Yet the point of attack is clearly 
indicated. ‘“‘The task of creating a social conscience is an immediate and 
imperative one for the negro, for the laying of a sound ethical basis for negro 
life and thought is necessary to the very survival of the group itself. More- 
over, this social conscience must to a very large extent be the creation of the 
group itself” (p. 201). 

The source of race friction cannot be eradicated by a decision of the 
Supreme Court. The races cannot be amalgamated under the ruling ethical 
and social standards. The black race, to attain to a plane of political equality 
with the white, must develop within itself the agencies that are capable of 
working out its salvation. This does not mean that the white race may not 
co-operate with the ieaders of negro advancement, but the co-operation must 
be an aid to the self-expression of the negro, not the superimposition of Anglo- 
Saxon standards upon a race that is not ready to receive them. The author 
hopes that his statement of the insolubility of the problem may help to inspire 
courage and bravery in facing the grave conditions it involves. 


Preisbewegung landwirtschaftlicher Giiter in einigen Teilen Bayerns 
wihrend der Jahre 1900 bis 1910. Leipzig: Duncker u. Humblot, 
1914. 8vo, pp. xxiit+711. M. 18. 

“‘Price-Fluctuation of Agricultural Estates in Certain Sections of Bavaria” 
is an exhaustive treatise made up of long dissertations by Dr. M. Horlacher, 
Dr. Fr. Hérenz, Dr. J. Hansen, and Dr. V. J. Frohlich, each writing about a cer- 
tain section of the kingdom. Unquestionably the book is the result of an enor- 
mous amount of labor. Only the period from 1900-1910 has been dealt with, 
but this with such an intensity that it appears almost impossible to treat the 
subject-matter more thoroughly. 

Besides several good maps and diagrams, a great mass of statistical mate- 
rial has been incorporated into the book. To mention only one instance, Dr. 
J. Hansen has covered the ground of 30,000 cases, 25,069 of which he has pub- 
lished. The one general conclusion reached in all four dissertations is that 
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between the years of 1900-1910 a great change in the ownership of agricultural 
land took place either by means of sale, exchange, or transfer through relatives. 
Again, all authors agree that the non-dealers’ prices as well as the dealers’ 
prices of land have increased during the period under consideration; and also, 
that this advance went hand in hand with an increased division of big and 
fair-sized estates into small tracts and the greater activity that followed in 
buying and selling real estate. The question naturally arises: What is the 
cause of the rise in price of these tracts of lands? There are two possibilities 
—an increase of agricultural products per acre, or an increase in the prices of 
these products on the market. No doubt, in many cases, both possibilities 
have been active factors of determination. The authors have come to the 
conclusion that aside from improvements, such as in methods of taxation, the 
building of railroads, and advanced agricultural methods, the rapid rise in 
price of agricultural lands is indirectly but mainly due to an increase in the 
tariff rate on grains. 





Jewish Immigration to the United States, from 1881 to 1910. (Columbia 
University Studies in History, Economics, and Public Law, Vol. 
LIX, No. 4.) By SAMUEL JosEPH. New York: Longmans, Green 
& Co., 1914. Royal 8vo, pp. 209. $1.50. 

That Jewish immigration of the last thirty years consists essentially of 
permanent settlers, and that it is a family movement distinguished by its large 
number of skilled laborers, are the chief findings of the author, which he 
bases on a study of immigration statistics and explains as due, not primarily 
to economic conditions in the United States, but to the situation and course of 
events in the countries of eastern Europe, i.e., “the exceptional economic, 
social, and legal conditions in eastern Europe which have been created as a 
result of governmental persecution.”” That Jewish immigration is due to 
persecution in eastern Europe no one who is acquainted with the nature of 
those persecutions is likely to doubt; nor would he be likely to question the 
conclusion that the immigration will be permanent, amounting almost to a 
migration, certainly so long as the policies of those countries remain unchanged. 
If one had been disposed to doubt those points Mr. Joseph’s thorough and 
copious statistical studies should certainly convince him. But that does not 
prevent one from feeling that the author has spent his time so entirely on what 
might almost be called obvious facts, as almost to preclude the consideration of 
points of real interest. What, one would like to ask him, has been the effect 
on the Jewish character of these years of persecution in the East? What 
contributions to our development can these permanent settlers bring with 
them? How is this family movement assimilating with the communities in 
which it has taken up its abode? What effect is the large proportion of skilled 
artisans having on American labor conditions? Perhaps these points are not 
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necessarily considered in a study of immigration, yet for what purpose one 
should be interested in immigration other than to answer them and their like 
is a bit puzz'ing. 


Trade Morals: Their Origin, Growth, and Province. By Epwarp D. 
Pace. New Haven: Yale University Press, 1914. 8vo, pp. 
Xvii+287. $1.50 net. 

This book originated in a course of lectures the object of which was to 
show the growth of trade morals from social and mental conditions forming the 
environment of business men. It takes for granted an undergraduate knowl- 
edge of the natural and social sciences, and is meant for students who are to 
come in contact with the problems of trade morals in business. 

Mr. Page traces the growth of trade morals through the evolution of 
society from the earliest folk-group to our modern intricate structure. He 
shows their development through the evolution of conduct, first natural, then 
nurtural, through the evolution of social morals or the right or wrong conduct 
toward the group, through the growth of the humanistic habits of compassion 
for the misfortunes of others, through the will which chooses between the 
conduct-impulses which are in conflict, to the economic impulses which are 
concerned with individual welfare and in connection with which business 
arises. 

Everywhere is the social-economic character of this development empha- 
sized, rather than the economic-social. The importance of folk-customs and 
folk-morals in the development of transportation, commerce, manufacturing, 
etc., is second only to environmental influences. 

The conclusion to which we are led is that economic impulses must be 
adjusted to moral impulses by the subordination of immediate profits to pre- 
vailing folk-customs and humanistics. This is true because trade morals, 
good faith, good credit, and the fulfilment of obligations in contracts, which 
are demanded by folk-custom are at the same time necessary to business 
stability. 


Die Lohnbewegungen der Gewerkschaftsdemokratie. By Dr. ADOLF 
Weser. Bonn: A. Marcus u. E. Weber, 1914. 12mo, pp. 71. 
M. 2. 


This interesting little book was written to answer some criticism reviewers 
had directed against the author’s earlier book, Der Kampf zwischen Kapital 
und Arbeit. Although the book is small, it contains much material that is of 
importance to those interested in the labor problem. The writer examines 
in particular the influence of wage movements of labor organizations in Ger- 
many over the material interests of the entire body of workers. He takes 
special pains to state his attitude with reference to labor unions, the apparent 
successes of unions, and the changes of tactics which were responsible for them. 
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Then follows a discussion of two questions: (1) Are the successes which unions 
can boast of in the form of higher wages really a consequence of agitation and 
struggle for better pay? Would not higher wages have been obtained without 
such agitation because of economic development, and, in particular, are not 
these successes mere seeming successes because, although there is a rise in 
nominal wages there is none in real wages? (2) Is the statistical success of 
the agitation for higher wages really a success in the sense of the democracy 
of organized labor, i.e., are not improvements in conditions of living of one 
group of laborers obtained in the main always at the expense of another group 
of laborers, since the cost is hardly ever borne by capitalists? In spite of his 
appreciation of unions and their aims and struggles, the author comes to a 
pessimistic conclusion with reference to the wage movement. He expresses 
the opinion that, in the future, increases in wages and decreases in working 
hours will come, not because of warfare between capii»! and labor, but as a 
consequence of progressive productivity of labor. 
























Five Lectures concerning Transportation. (Delivered at Johns Hopkins 
University in May, 1914.) By Locan G. McPuerson. Baltimore, 


1914. 8voO, pp. 110. 

The central theme of these lectures is the effect on the attitude of the 
public toward the railroads of the economic transition from an industrial 
society organized entirely upon competitive principles to one based upon the 
recognition of the advantages of combination in some fields of enterprise. 
Unchecked private initiative in the transportation industry has failed to work 
out by itself, through the medium of competition, an adjustment of rates 
satisfactory to the railroads. The shippers and the general public are sus- 
picious of combinations to fix rates without public supervision. If the 
railroad business is not to be regarded as a strictly private business, two 
alternatives remain—government regulation or government ownership. The 
author inclines strongly toward the first solution. He finds little in the man- 
agement of the post-office and the government revenues which could inspire 
confidence in any proposal for government ownership and operation of the 
railroads of the country. The first requisite for intelligent regulation is the 
valuation of railway property according to one or more of the several current 
theories. This is especially difficult, and yet it is of the greatest importance 
that some valuation be agreed upon, because without this basis it is impossible 
to determine what is a fair return upon the investment and consequently what 
is a reasonable rate for a given service. The service of accounts and statistics 
is to supply a uniform and scientific method by which the Interstate Com- 
merce Commission can attack this problem. For a brief, rapid-fire treatise 
upon the most significant features of the railway problem, the reader will not 
find a much better current discussion than this. 
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The System of Taxation in China in the Tsing Dynasty, 1644-1911. 
By SHAO-KWAN CHEN. (Columbia University Studies in History, 
Economics, and Public Law, Vol. LIX, No. 2.) New York: Long- 
mans, Green & Co., 1914. 8vo, pp. 118. $1.00. 

“The present work is an attempt to generalize logically the facts con- 
nected with taxation in the Tsing Dynasty and to interpret their causes and 
effects scientifically” (p. 7). The subject-matter of this monograph, however, 
indicates that its chief value consists in the presentation to occidental readers 
of the main facts of the present system of taxation in China, and not in the 
scientific interpretation of those facts. The first two of the five chapters are 
devoted to an analysis of the departmental structure and the territorial divi- 
sions of the Chinese Empire and the adjustment of expenditures and revenues 
by the tax-collecting authority; the last three chapters consider in detail 
the three principal forms of Chinese taxation—the taxation of land, of salt, 
and of commodities. In his brief conclusion the author attributes the evils 
and inaccuracies of the present tax system to the lack of centralized control 
of local tax-collecting bodies and to the failure to make allowances for the be- 
ginning of the new era of Chinese industrial life. This survey of the political and 
financial organization of China seems especially designed for the reader who 
wishes a brief description of salient facts which hitherto have been available 
only for oriental readers. It is to be regretted that the author was prevented 
by the chaotic condition of the financial accounts in many of the provinces of 
China from obtaining sufficient statistical material to establish more detailed 
conclusions. 


Commercial Education in Germany. By F. E. FARRINGTON. New York: 
Macmillan, 1914. 8vo, pp. v+258. $1.10. 

In the great industrial growth of Germany since 1850, and especially since 
1884, a great and potent factor has been her educational system. Dr. Far- 
rington made an extensive first-hand study of certain types of German schools 
and in this book he describes in full their purpose and work. He differentiates 
the two existing school systems—one for the training of the masses and the 
other for the training of the classes—laying special emphasis on the commercial 
and industrial continuation schools and colleges of commerce, and depicting 
their methods in much detail. He explains many of the pedagogical theories 
that underlie the instruction and elaborates on the scientific ways in which 
vocational guidance for the youth is secured. Dr. Farrington believes that 
Germany avoids the dangers of stagnation that might seem to lie in her central- 
ized educational control by the encouragement given to individual initiative. 
The school system of Germany has undoubtedly had a large share in that 
country’s advance. Her methods cannot be adopted im toto by another 
country, but there should be a general understanding of the successful work 
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she has done; for, as the author of this book says “‘of all species of extravagant 
waste there is none more unpardonable than that which permits one nation 
to remain in ignorance of the clever and successful methods devised in another 
for gaining important ends.” 


Boy Life and Labour. By ARNOLD FREEMAN. London: P. S. King 

& Son, 1914. 8vo, pp. xili+252. 35. 6d. net. 

In this book the author tries to determine the causes of the inefficiency of 
boy labor and suggests remedies. The materials were collected by personal 
investigation into the lives of seventy-one boy workers between the ages of 
fourteen and eighteen in the English city of Birmingham. The influences of 
home, factory, picture palace, music hall, and cheap literature are shown to 
undo, during adolescence, the good achieved by elementary education. The 
chief evils which the author thinks counteract the salutary effects of the earlier 
period and retard the growth of efficiency are: (1) the character of the work, 
which neither requires skill nor develops the body; (2) excessive hours of work 
which leave the boy little time for study; (3) the detrimental influence of older 
boys and men in the working places; (4) change of jobs. The prolongation of 
the elementary education until the age of fifteen and the limitation of the 
hours of work to thirty a week for boys between the ages of fifteen and 
eighteen are the important remedial measures suggested by the author. 
Accounts of the actual lives of several boys add vividness to a book that must 
interest all concerned with the problems of juvenile welfare. 


Economics in the Secondary School. By Joun Haynes. Boston: 
Houghton Mifflin Co., 1914. 16mo, pp. xiiit+93. $0.60. 

The author tells us that this little book has grown out of his interest in 
economics, his conviction that ignorance of its elementary principles is at the 
bottom of much of our faulty legislation, and out of his own experience in 
teaching the subject to secondary-school pupils. Much information was 
received as a direct result of sending out a questionnaire. Dr. Haynes dis- 
cusses the suitability of economics for the secondary school and its present 
status in such schools, and he has concrete suggestions to offer in regard to 
the content of a high-school course, the methods of teaching, and the relation 
of the study to other subjects in the curriculum. He includes also a bibli- 
ography of texts and supplementary reading. The author claims, and rightly 
so, that economics has a decided value for the ethical training of a citizen, for 
it gives a proper estimate of the place of wealth and of the owner’s right to 
use it. The individual is taught the effects which his own private acts have 
apon society. Dr. Haynes contends also for the vocational and cultural value 
of economics, and points out that it must always precede the study of sociology. 
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War’s Aftermath. By Davip STARR JoRDAN and Harvey ERNEST 
JoRDAN. Boston: Houghton Mifflin Co., 1914. 12mo, pp. xxx+ 
103. $0.75. 

The authors have given here a preliminary study of the eugenics of war 
as illustrated by the Civil War of the United States, and the iate war in the 
Balkans. Their problem was the determination of the racial and biological 
consequences of these wars, with special emphasis on the former; and they 
proposed to ascertain, by personal investigation of the field, the truth as to 
whether war, in its last analysis, resulted in the destruction of the fittest and 
the lowering of the racial stock. While the results of the investigation show 
some interesting side lights on the Confederate viewpoint of the Civil War, and 
the social upheaval in the Balkans, they afford no conclusions of a statistical 
nature as to the apparent racial effects. The factors involved, the writers 
conclude, are so closely interrelated that it is impossible to isolate them, and 
to trace the complete effects of any one factor to its conclusion. However, the 
authors are positive in their affirmation of the direful effects, both present and 
future, of war’s aftermath. 


Frauenarbeit und Familie. By Epmunp Fiscuer. Berlin: Julius 
Springer, 1914. 8vo, pp. 41. M. 1. 

This booklet, a reprint of a monograph published in Annalen fiir Soziale 
Politik und Gesetzgebung, discusses the conflict between women’s labor and 
family life. The conclusion is reached that the development of women’s work 
in different directions by no means follows the lines of a general employment 
of women, ner tends to a dissolution of the single family household. Its 
influence seems to be rather of the contrary sort. The author points out that 
women’s labor, in so far as it is not actuated by a spiritual, ideal necessity, is 
bound to disappear in a state of increasing economic well-being. He holds 
that the extension of women’s work is not a hindrance but a promotion of the 
social, political, and cultural ambitions of women, and that Sozial-politik 
should aim to further its development. 


The Russian Empire of Today and Yesterday. By Nevin O. WINTER. 
Boston: L. C. Page & Co., 1913. 8vo, pp. xvi+487. $3.00. 
This book is a compilation of a large amount of information based partly 

on the author’s personal experiences, partly on other sources. It is well and 
copiously illustrated. Unfortunately it is nothing more than an arid com- 
pilation, disconnected, uninterpreted, written in an ineffective style and with 
inexcusable grammatical errors. Anyone who has a serious interest in Rus- 
sian life will find the book very disappointing. 
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